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THE FINDINGS OF THE MILITARY COMPENSA-
TION AND RETIREMENT MODERNIZATION
COMMISSION

TUESDAY, FEBRUARY 3, 2015

U.S. SENATE,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The committee met, pursuant to notice, at 9:33 a.m. in room SD-—
G50, Dirksen Senate Office Building, Senator John McCain (chair-
man) presiding.

Committee members present: Senators McCain, Inhofe, Sessions,
Wicker, Ayotte, Fischer, Cotton, Rounds, Ernst, Tillis, Sullivan,
Lee, Graham, Reed, McCaskill, Manchin, Gillibrand, Donnelly,
Hirono, Kaine, King, and Heinrich.

OPENING STATEMENT OF SENATOR JOHN McCAIN, CHAIRMAN

Chairman McCAIN. Good morning. The committee meets this
morning to receive testimony from the commissioners of the Mili-
tary Compensation and Retirement Modernization Commission.

I want to thank each commissioner for your diligence and hard
work over many months to develop the recommendations you will
present to us today. Our witnesses today are the commission chair-
man, the Honorable Alphonso Maldon, Jr., the Honorable Larry
Pressler, the Honorable Stephen Buyer, the Honorable Dov
Zakheim, Mr. Michael Higgins, General Peter Chiarelli—and I un-
derstand that Senator Bob Kerrey is snowed in, in New York—and
the Honorable Christopher Carney.

This year, a signature issue for this committee will be thoughtful
consideration of the commission’s recommendations to modernize
military compensation and retirement benefits. As we do, I encour-
age the members of this committee and my colleagues in the House
and the Senate to keep an open mind.

We are also eager to hear from any military or other organiza-
tions that have constructive ideas to improve the current system.
No one has a monopoly on good ideas, and we all come to this de-
bate as patriots who love our Nation’s Armed Forces and want to
improve the quality of life for all who serve and their families.

We honor the service and sacrifices of servicemembers and their
families, Active Duty, Guard, and Reserve. We pledge to keep their
well-being foremost in our thoughts as we deliberate the commis-
sion’s recommendations.

But upholding our sacred obligation to them does not mean re-
sisting change at every turn. We must not shrink from the oppor-
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tunity before us to create a modern system of compensation and re-
tirement benefits that would provide greater value and choice for
those it serves.

Congress established the commission in the National Defense
Authorization Act for the Fiscal Year 2013 to conduct a review of
the military compensation and retirement systems, and to make
recommendations for modernization. We asked the commission to
develop recommendations that would, one, ensure the long-term vi-
ability of the All-Volunteer Force during all levels of conflict and
economic conditions; two, improve the quality of life for
servicemembers and their families to ensure successful recruit-
ment, retention, and careers for those members; and three, mod-
ernize and achieve fiscal sustainability for the compensation and
retirement systems in the 21st century.

The military’s current compensation and retirement systems are
decades old and in their current form may be less than suitable for
modern-day military members. Today, we have a nearly 70-year-old
military retirement system and TRICARE, the military’s health
program, was implemented in the mid-1990s.

Both the retirement system and TRICARE were appropriate for
their time, but clearly, times have changed. We are here today to
learn how the commission’s recommendations could make com-
pensation and benefits better for the military members and fami-
lies of our current forces and forces of the future.

Moreover, in a world of multiple threats and increasing danger,
we count on young Americans to enlist or commit to serve in an
All-Volunteer Force that protects us and our families. As this com-
mittee evaluates the commission’s recommendations to modernize
military compensation and benefits, we must carefully consider
how any changes in compensation and benefits will motivate young
people of today to serve in the 21st century.

In a constrained fiscal environment, we must consider how best
to achieve the proper balance between providing attractive com-
pensation and benefits for our troops and paying for military mod-
ernization and readiness, effective equipment, and advanced train-
ing that will enable our military to respond in moments of crisis
and keep our citizens safe.

We can meet both of these objectives, and we must. Clearly, we
will not have enough time today for a complete and thorough re-
view of every recommendation the commission has made. That is
why I've asked Senator Graham, chairman of our Personnel Sub-
committee, to hold a series of hearings in the near future to explore
all of the commission’s recommendations in greater depth, espe-
cially in those areas of retirement and health care.

I thank Senator Graham and Senator Gillibrand for their leader-
ship on these critically important issues.

Finally, we look forward to the testimony from the commission
today. Their recommendations come to us unanimously after nearly
2 years of hard work, research, and debate. I encourage the com-
missioners to speak freely without reservations. Some of them I
know and I'm sure will do that.

Thank you again, commissioners, for your extraordinary efforts.

Senator Reed?

Oh, Senator Kerrey arrived.
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Thank you, Senator Kerrey, for arriving. [Laughter.]

STATEMENT OF SENATOR JACK REED

Senator REED. Thank you, Mr. Chairman. Let me join you in
welcoming the witnesses and commending them for a job well done.
Thank you very, very much.

I think it is extremely important to have this hearing today for
the reasons the chairman outlined, and I thank him for holding the
hearing.

This hearing comes as the Department of Defense (DOD) yester-
day formally submitted its budget for fiscal year 2016. While we
await the full details of the department’s proposals, there are a few
immediate notable aspects of the request.

First, the requested top line is some $35 billion above the Budget
Control Act of 2011 spending caps for defense. The spending cap,
which for fiscal year 2016 was $499.8 billion, represents no growth
in real terms. That the department has requested $35 billion more
than current law allows shows how deep the funding shortfalls run,
particularly with respect to force structure and the training and
the modernization accounts.

Second, the department has again requested measures to slow
the growth of personnel costs. The department submitted these
proposals last year. Congress supported some and elected to defer
others until after this commission reported its recommendations.
Many members on both sides of the aisle have been reluctant to
support compensation and benefit reforms requested by the depart-
ment in the past several years while this commission deliberated
and suggested that we should wait until this report is submitted.

This is the context in which today we hear from this very distin-
guished panel. These issues are of paramount importance to the
Nation and to the military members and their families. We charge
the military with fighting and winning the Nation’s wars. Implicit
in that responsibility is recruiting and retaining the very best in
Military Service in sufficient quantities and ensuring that they are
trained and equipped for their mission, prepared for the arduous
duty we ask of them.

Usually when we talk about caring for our men and women in
uniform, the discussion is focused entirely on their pay. But these
other elements are equally important if we want our service-
members to accomplish the mission and come home alive.

It is important to state from the outset that the goal of the com-
mission is not to save money. It is to strengthen the All-Volunteer
Force. It is to modernize a retirement system that is 70 years old.
Importantly, it is to ensure that servicemembers and their families
enjoy a quality of life and a quality of service that will enable the
Services to recruit and retain the very best men and women for
military service needed to meet national defense objectives.

Under the current budget situation, I fear we are quickly pricing
ourselves out of having a military sufficiently sized and adequately
trained to meet the myriad tasks and threats we face all over the
world. As we heard last week from the Service Chiefs, the budget
caps currently in law do not allow the Services to meet their na-
tional defense objectives.
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Now if these recommendations that you are making are enacted
and they do provide savings, such savings should be used to ad-
dress force structure shortfalls and to reinvest in readiness and
modernization.

Finally, I would like to highlight one inequity in the current sys-
tem that the commission has pointed out. Only 17 percent of all
servicemembers will leave with any retirement benefit under the
current system, with officers more than twice as likely to leave
with these benefits than enlisted personnel, even while enlisted
personnel have always, including in the most recent conflicts, sus-
tained the vast majority of casualties.

We are told now that under these recommendations as many as
75 percent of all servicemembers will leave the Services with some
retirement benefit, even if they do not serve the full 20 years on
Active Duty, as most servicemembers do not.

Thank you, Mr. Chairman, and thank you to our panelists for
this important work.

Chairman MCCAIN. Again, I would like to thank all of the mem-
bers of the panel, all of whom have other responsibilities and work
that needs to be done, and they took their valuable time and effort
to bring what I think is an excellent, comprehensive report, which
I know will serve as guidance for us as we move forward with
much needed reforms. I thank all of you again.

Mr. Chairman, we are ready to listen to your statement. Thank
you, again, for your chairmanship.

STATEMENT OF HON. ALPHONSO MALDON, JR., CHAIRMAN,
MILITARY COMPENSATION AND RETIREMENT MODERNIZA-
TION COMMISSION; ACCOMPANIED BY COMMISSIONERS
HON. LARRY L. PRESSLER, HON. STEPHEN E. BUYER, HON.
DOV S. ZAKHEIM, MICHAEL R. HIGGINS, GEN PETER W.
CHIARELLI, USA (RET.), HON. J. ROBERT KERREY, AND HON.
CHRISTOPHER P. CARNEY

Mr. MALDON. Thank you, Mr. Chairman.

Chairman McCain, Ranking Member Reed, distinguished mem-
bers of the committee, my fellow commissioners and I are honored
to be here today. We thank you for the opportunity to testify. We
also thank you for your support of the commission during the last
18 months and for your leadership in protecting our service-
members’ compensation and benefits.

Mr. Chairman, I would like to request that our final report be
entered into the record.

Chairman McCain. Without objection.

[The Final Report of the Military Compensation and Retirement
Modernization Commission, dated January 29, 2015, follows:]

See Appendix A at the end of this hearing record.

Mr. MALDON. The All-Volunteer Force is without peer. Their un-
wavering commitment to excellence in the service of our Nation has
never been clearer than during the last 13 years of war.

As commissioners, we recognize our obligation to craft a valued
compensation system that is both relevant to contemporary
servicemembers and able to operate in a modern and efficient man-
ner. We are unanimous in our belief that the recommendations we
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offer in our report strengthen the foundation of the All-Volunteer
Force, ensure our national security, and truly honor those who
served and their families who support them now and into the fu-
ture.

Our report is, of course, informed by our own lifelong experience
with military service, public policy, and as public servants. How-
ever, our recommendations are most informed by insights of
servicemembers, veterans, retirees, and families.

The commission and staff visited 55 military installations world-
wide, listened to the views and preferences of hundreds along the
way. More than 150,000 current and retired servicemembers pro-
vided thoughtful responses to the commission’s survey, and we de-
veloped working relationships with more than 30 military and vet-
erans service organizations.

Additionally, the commission received input from more than 20
Federal agencies, several DOD working groups, numerous research
institutions, private firms, and not-for-profit organizations.

The result of this process that included 18 months of comprehen-
sive, independent research, review, and analysis, are 15 unanimous
recommendations that will improve choice, access, quality, and
value within the compensation system. Our work represents the
most comprehensive review of military compensation and benefits
since the inception of the All-Volunteer Force.

Consistent with our congressional mandate, we reviewed each
program to determine if and how modernization might ensure the
long-term viability of the All-Volunteer Force, enable the quality of
life for servicemembers and their families, and achieve a greater
fiscal sustainability for compensation and retirement systems. Our
recommendations do this and more, improving choice, access, qual-
ity, and value within the compensation system.

Our retirement recommendations propose a blended plan that ex-
tends retirement benefits from 17 percent to 75 percent of the
force, as Ranking Member Reed has already stated. It leverages the
retention power of traditional military retirement to maintain the
current force profiles, protects the asset of servicemembers who re-
tire at 20 years of service, and reduces annual Federal outlays by
$4.7 billion.

Our health benefits recommendations improve access, choice, and
value of health care for Active Duty family members, Reserve com-
Fonent members, and retirees while reducing outlays by $3.2 bil-
ion.

Our recommendations on commissaries maintain patrons’ grocery
discount while also reducing the cost of delivering that benefit by
more than $500 million annually.

While these savings to the taxpayer are significant, the commis-
sion did not engage in a cost-cutting drill. In fact, our recommenda-
tions to improve joint readiness, servicemember financial literacy,
support for exceptional families, and transition assistance require
additional funding to ensure program efficacy.

In summary, our recommendations represent a holistic package
of reforms that modernize the structure of compensation programs
rather than adjust the level of benefits delivered to the service-
members. They sustain the All-Volunteer Force by maintaining or
increasing the overall value of the compensation and benefits for
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servicemembers and their families, and they provide additional op-
tions for Service personnel managers to design and manage a bal-
anced force.

This approach creates an effective and efficient compensation
and benefits system that after full implementation saves taxpayers
more than $12 billion annually, while sustaining the overall value
of compensation and benefits for those who serve and have served,
and the families who support them.

My fellow commissioners and I thank you again for the oppor-
tunity to testify today, and we are honored to present our unani-
mous recommendations. Mr. Chairman, we stand ready to answer
your questions.

[The prepared statement of the Military Compensation and Re-
tirement Modernization Commission follows:]

PREPARED STATEMENT BY THE MILITARY COMPENSATION AND RETIREMENT
MODERNIZATION COMMISSION

Chairman McCain, Ranking Member Reed, distinguished members of the com-
mittee: We are honored to be here and thank you for the opportunity to testify
today. We also want to thank you for your support of the Commission during the
last 18 months, and your leadership in protecting servicemembers’ compensation
and benefits.

Our All-Volunteer Force is without peer. This fact has been proven during the last
42 years and decisively reinforced during the last 13 years of war. It is our obliga-
tion to ensure the Services have the proper resources to support our service-
members. Those resources include a valued compensation system that is relevant
to contemporary servicemembers and that is operated in a modern and efficient
manner. We are unanimous in our belief that our recommendations strengthen the
foundation of the All-Volunteer Force and ensure our national security, now and
into the future.

Our recommendations sustain the All-Volunteer Force by maintaining or increas-
ing the overall value of the compensation and benefit system for servicemembers
and their families. They also provide additional options for Service personnel man-
agers to design and manage a balanced force. Our recommendations represent a ho-
listic package of reforms that modernize the structure of compensation programs,
rather than adjust the level of benefits delivered to servicemembers. This approach
creates an effective and efficient compensation and benefit system that saves the
Government, after full implementation, more than $12 billion annually, while sus-
taining the overall value of compensation and benefits of those who serve, those who
have served, and the families that support them.

Our work represents the most holistic and comprehensive review of military com-
pensation and benefits since the inception of the All-Volunteer Force. Our Interim
Report, published in June 2014, documents the relevant laws, regulations, and poli-
cies; associated appropriated Federal funding; and historical and contextual back-
grounds of more than 350 compensation programs. Consistent with our congres-
sional mandate, programs were reviewed to determine if modernization would en-
sure the long-term viability of the All-Volunteer Force, enable the quality of life for
members of the Armed Forces and the other Uniformed Services, and achieve fiscal
sustainability for compensation and retirement systems.

Based on the results of this review, our Final Report offers 15 unanimous rec-
ommendations that improve choice, access, quality, and value within the compensa-
tion system. Our retirement recommendation proposes a blended plan that extends
retirement benefits from 17 percent to 75 percent of the force, leverages the reten-
tion power of traditional military retirement to maintain the Services’ current force
profiles, protects the assets of servicemembers who retire at 20 years of service, and
reduces annual Federal outlays by $4.7 billion. Our health benefit recommendation
improves access, choice, and value of health care for Active-Duty family members,
Reserve component members, and retirees, while reducing outlays by $3.2 billion.
Our recommendation on commissaries maintains patrons’ grocery discounts and re-
duces the costs of delivering that benefit by more than $500 million annually. Yet
we did not engage in a cost-cutting drill. Our recommendations to improve joint
readiness, servicemembers’ financial literacy, support for exceptional families, and
transition assistance require additional funding to ensure program efficacy. Our rec-
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ommendations also give the Services greater flexibility to recruit and retain a bal-
anced force.

Our report is informed by our life-long experiences, but more importantly by the
insights of a broad range of servicemembers, veterans, retirees, and their families.
More than 150,000 current and retired servicemembers responded to the Commis-
sion’s survey. The Commission visited 55 military installations, affording us the op-
portunity to discuss compensation issues with servicemembers worldwide. We devel-
oped an ongoing working relationship with more than 30 Military and Veteran Serv-
ice Organizations. We also received input from more than 20 Federal agencies; sev-
eral Department of Defense (DOD) working groups; and numerous research institu-
tions, private firms, and not-for-profit organizations. Our recommendations align
compensation and benefit programs to the preferences of the modern Force and soci-
etal shifts since the inception of the All-Volunteer Force.

Taken as a whole, our recommendations create a modern and innovative com-
pensation system that will be relevant to the contemporary and future workforce.
By maintaining or improving benefits, while concurrently reducing costs, our rec-
ommendations address the ongoing tension between maintaining servicemember
benefits and reducing personnel budgets to meet the demands of the new fiscally
constrained environment. We are confident that our recommendations to reform the
compensation system protect the quality of life for servicemembers and their fami-
lies and ensure the fiscal sustainability of these programs for the future.

We thank you again for the opportunity to testify today and are honored to
present our unanimous recommendations that have one thing in common: These rec-
ommendations were formulated with the benefit to the servicemembers, and the
families who support them, as the top priority.

PAY AND RETIREMENT RECOMMENDATIONS

1. Help more servicemembers save for retirement earlier in their careers, lever-
age the retention power of traditional Uniformed Services retirement, and give
the Services greater flexibility to retain quality people in demanding career
fields by implementing a modernized retirement system.

The current military retirement system for the Active component (AC) is a defined
benefit retirement system that vests at 20 years of service. Annuity payments are
generally calculated by multiplying a member’s retired pay base by 2.5 percent for
each year of service completed. Reserve component (RC) servicemembers may re-
quest retired pay after 20 years of “creditable service” as defined in law. Under the
current military retirement system, 83 percent of enlisted personnel and 51 percent
of officers receive no retirement savings for their service.

The Commission’s recommended retirement system would maintain retirement
pay for current servicemembers and retirees and set out a blended retirement plan
for servicemembers entering the force. The blended plan would preserve the 20-year
retirement with a reduced defined benefit multiplier of 2.0, create a defined con-
tribution plan through a Thrift Savings Plan, and add continuation pay at 12 years
of service to provide mid-career retention incentives. The recommended plan would
provide additional options to servicemembers by authorizing them to choose full or
partial lump-sum payments in lieu of their working-age defined benefit payments.
The proposed plan would allow the Services to maintain their current force profiles.
It would provide retirement benefits to potentially more than 1 million service-
members who, under the current system, would leave Service without any Govern-
ment-sponsored retirement savings, yet it would maintain the value of the retire-
ment system for servicemembers who serve 20 years or more. A blended retirement
system would also provide flexibility to the Services to obtain the appropriate mix
of skill and experience needed to maintain a balanced force.

2. Provide more options for servicemembers to protect their pay for their sur-
vivors by offering new Survivor Benefit Plan coverage without Dependency and
Indemnity Compensation offset.

The current Survivor Benefit Plan (SBP) gives retiring servicemembers the option
to provide a lifetime monthly annuity to qualified survivors. Servicemember pre-
miums cover approximately two-thirds of the full cost of SBP coverage, and DOD
subsidizes the remaining amount. Eighty percent of servicemembers who retired in
2013 enrolled in SBP. Survivors of retirees, entitled to Dependency and Indemnity
Compensation (DIC) payments from the Department of Veterans Affairs (VA), are
restricted by law from receiving the full amounts of both SBP and DIC benefits
(SBP benefits are offset by the amount of DIC received). The Commission found the
DIC offset of SBP very unpopular with servicemembers.

The Commission recommends maintaining the existing SBP program for
servicemembers who want to select subsidized coverage and remain subject to the
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SBP-DIC offset, yet also granting servicemembers the option of choosing modern-
ized SBP coverage that balances greater participation cost with no DIC offset. Sur-
vivors of servicemembers who elect the new SBP coverage would derive a greater
overall benefit by receiving full SBP and DIC payments.

3. Promote servicemembers’ financial literacy by implementing a more robust fi-
nancial and health benefit training program.

The Services currently implement personal financial management training for
their members according to their internal policies. Nevertheless, military personnel
regularly make minimum payments, pay late fees, or pay over-the-limit charges on
credit cards, and commonly borrow from nonbank financial institutions (e.g., pawn
shops). Servicemembers who get in financial trouble often lose their security clear-
ance, which is costly to both the individual and the DOD. These facts demonstrate
insufficient knowledge among some servicemembers with regard to managing their
personal finances. The Commission concluded that existing financial literacy pro-
grams do not adequately educate servicemembers and their families on financial
matters.

The Commission’s recommendations, particularly with regard to retirement and
health care, would provide increased choice and require educated financial analysis
on the part of servicemembers. The Commission recommends that DOD increase the
frequency and strengthen the content of its financial literacy training. Service-
members should receive financial training throughout their careers, including man-
datory health benefits seminars when they register one or more dependents, and
when they are nearing retirement from the military. Implementing a comprehensive
training program would help educate servicemembers, provide them with enhanced
tools to better protect their finances, and develop a culture of personal financial re-
sponsibility.

4. Increase efficiency within the Reserve component by consolidating 30 Reserve

component duty statuses into 6 broader statuses.

Although Active component members have a single duty status—Active Duty—Re-
serve component (RC) members serve under a variety of duty statuses. In the cur-
rent system, each time the purpose or the source of appropriation for an RC mem-
ber’s orders changes, existing orders must be cancelled, and new orders must be
issued. The current RC status system aligns poorly to current training and mission
support requirements, complicates effective budgeting, and causes members to expe-
rience disruptions in pay and benefits as they transition among different duty
statuses.

The Commission recommends replacing the 30 current RC duty statuses with six
broader statuses. Simplifying RC statuses would support both operational and train-
ing missions, better enable the purpose of RC duties to be tracked to justify budgets
requests, and facilitate a seamless process for RC members.

HEALTH BENEFIT RECOMMENDATIONS

5. Ensure servicemembers receive the best possible combat casualty care

The Military Health System (MHS) relies heavily on military treatment facilities
(MTF) as training platforms to maintain the clinical skills of the military medical
force. Military medical personnel assigned to MTFs deliver health care primarily to
active-duty servicemembers and their families, then, as space is available, to mili-
tary retirees and other eligible beneficiaries. Because most MTFs do not have suffi-
cient case mix and volume to adequately prepare military medical personnel for de-
ployment into an operational environment, each Service has created separate trau-
ma training programs to provide medical personnel additional training prior to de-
ployment. There is, however, no consistency or standardization in the organization
or requirement for this just-in-time trauma training. Continuing with this method
for training medical personnel does little to preserve critical skills acquired over the
last 13 years of war.

Congress should establish a four-star command to oversee all joint readiness, es-
pecially medical readiness. The proposed central oversight would ensure a necessary
high-level joint focus overall and, more specifically, enhance the MHS as a training
platform for identified Essential Medical Capabilities required by the medical force
in support of deployed operations. Increased oversight would afford the medical
force greater opportunities for continued training, creating a more ready force both
in peacetime and in preparation for contingency operations.

6. Increase access, choice, and value of health care for active-duty family mem-
bers, Reserve component members, and retirees

The DOD’s TRICARE program provides health care benefits for Active and Re-

serve component servicemembers, retirees, their dependents, survivors and some
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former spouses at MTF's or through a network of civilian health care providers. The
Commission found that TRICARE’s payment schedule limits available doctors. It
limits choice to only a small number of plans with a one-size-fits-all approach to cov-
ered benefits and determinations of medical necessity. The current benefit lacks
flexibility in its program design and contracting process, which hinders adoption of
advances in the health care sector. TRICARE also restricts access to care with a
frustrating appointment and referral process. Beneficiaries prefer greater choice in
their health care benefit options. Providing a wide range of different health plan op-
tions at different costs incentivizes cost-conscious consumer decision-making in
health care.

The Commission recommends that AC families, RC members, and retirees would
receive a better health care benefit by allowing them to choose from a selection of
commercial insurance plans offered through a DOD health benefit program adminis-
tered by the Office of Personnel Management. This program, which we call
“TRICARE Choice,” would increase beneficiaries’ choice, enhance their access to
care, and deliver a better value. Under an insurance model, the ease and timeliness
of patients’ access to health care would improve because beneficiaries would not be
subject to DOD’s lengthy and frustrating process for making appointments and ob-
taining referrals. The network of health care providers would be improved, espe-
cially in rural areas and areas without a substantial military presence. A broader
network of providers would particularly assist RC members and retirees, who often
live away from major active-duty installations. Active-duty servicemembers, for rea-
sons related to operational readiness, would continue to receive their health care
through their units or the direct care system MTFs.

7. Improve support for servicemembers’ dependents with special needs by align-
ing services offered under the Extended Care Health Option to those of state
Medicaid waiver programs

Servicemembers with exceptional family members (EFM) require specialized sup-
plies and services that are not provided through TRICARE. State Medicaid waiver
programs can satisfy these needs, but the frequency with which military families
are moved between States, combined with the long waiting lists in most States, re-
sult in military families not having access to this support. The Extended Care
Health Option (ECHO) is a DOD alternative, used when State services are unavail-
able. As it is currently implemented, ECHO does not provide coverage equal to state
Medicaid waiver programs. As a result, many military families with EFMs do not
have access to the same level of support as their civilian counterparts.

Aligning services offered under ECHO with those of state Medicaid waiver pro-
grams would enhance coverage for exceptional family members to ensure consist-
ency with civilian programs. This change would improve continuity of support for
EFMs as servicemembers and their families are relocated to support the DOD mis-
sion.

8. Improve collaboration between Departments of Defense and Veterans Affairs

The Joint Executive Committee (JEC) coordinates numerous health care activities
between DOD and VA, including efforts in regards to electronic health records, drug
formularies, resource sharing, and interagency billing. Yet there remain substantial
opportunities for enterprise-wide collaboration through standardization, elimination
of barriers, and adoption of best practices. The Commission found numerous, ongo-
ing weaknesses exist in joint collaboration and cost-effectiveness between the health
care services of DOD and VA.

The Commission recommends that the JEC should be granted additional authori-
ties and responsibilities to standardize and enforce collaboration between DOD and
VA, to include: defining and monitoring expenditures for common services that are
regularly jointly conducted throughout DOD and VA health-care systems; approving
in advance any new capital assets acquisition, or sustainment, restoration, and mod-
ernization of capital assets, of either DOD or VA medical components; overseeing
electronic health record compliance with the Office of the National Coordinator for
Health Information Technology standards across both DOD and VA; ensuring that
the DOD and VA establish a health care record within the VA electronic health
record system for all current military servicemembers; creating a uniform formulary
to include all the drugs identified as critical for transition by the JEC beginning im-
mediately with pain and psychiatric classes of drugs; and establishing a standard
reimbursement methodology [process] for DOD and VA provision of services to each
other. These actions should substantially ease the transition of servicemembers and
improve collaboration between the Departments.
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QUALITY OF LIFE RECOMMENDATIONS

9. Protect both access to and savings at DOD commissaries and exchanges by con-
solidating these activities into a single defense resale organization.

DOD operates a system of commissaries and three separate systems of exchanges.
These four systems, and their associated organizations, provide discounted groceries,
merchandise, and other services to servicemembers and their families around the
world, in locations convenient to those living on or near military installations. They
also facilitate or provide services at sea and in theater. In surveys and testimony,
many servicemembers have identified this benefit as relevant and valuable and
some have indicated that the discounts are critical to their personal financial health.
However, financial pressures within DOD have resulted in proposals to significantly
reduce the funding appropriated to operate these organizations, primarily focused
on commissaries.

Consolidating commissary and exchange activities into a single Defense Resale
Activity would maintain or improve the benefit, while making changes in structure,
law, and policy that would enable more aggressive reductions in appropriated fund-
ing. Despite their differences, these retail organizations perform similar missions,
for similar patrons, with similar staff, using similar processes. A consolidated resale
organization, with combined resources, increased operational flexibility, and better
alignment of incentives and policies, would improve the viability and stability of
these systems. Multiple DOD-sponsored studies have identified strategies to im-
prove cost-efficiency. Organizational boundaries, different cultures and business
strategies, competing incentives, and restrictive policies have inhibited the aggres-
sive pursuit of many of these strategies. Creating a consolidated organization would
reduce these barriers and better position commissaries and exchanges to meet the
needs of the Military Services and servicemembers. The proposed plan would also
maintain grocery subsidies at DOD commissaries, while improving the efficiency of
the benefit delivery.

10. Improve access to child care on military installations by ensuring DOD has
the information and budgeting tools to provide child care within 90 days of
need.

Military child care is widely acclaimed for its quality, affordability, and ability to
satisfy the unique needs of military parents, but is frequently a source of frustration
because of its limited availability. Current models for planning and resourcing full-
time military child care often result in long waiting times, particularly for children
who are 3 years old and younger, the ages for which care tends to be most expensive
and least available from other sources. Although DOD has established a goal to pro-
vide military child care within 90 days of need, that goal is not yet being met, and
in some cases waiting times are not being reliably measured or reported.

Ensuring DOD has the information and budgeting tools to provide child care with-
in 90 days of need would both improve DOD’s understanding of the effect of the
unmet demand for military child care and enhance DOD’s ability to provide a timely
response to that demand. DOD should standardize reporting and monitoring of child
care wait times across all types of military child care to better understand the need
for services. To quickly respond to the need, the Commissioners recommend reestab-
lishing the authority to use operating funds for minor construction projects up to
$15 million for expanding or modifying child development program facilities serving
children up to 12 years of age. Recognizing that staffing, rather than facilities, is
often the limiting factor, DOD should also streamline child care personnel policies
to help ensure proper staffing levels.

11. Safeguard education benefits for servicemembers by reducing redundancy and

ensuring the fiscal sustainability of education programs.

DOD and the VA provide many programs that deliver educational benefits to
servicemembers and veterans. Current education assistance programs include the
Post-9/11 GI Bill, the Montgomery GI Bill Active Duty, the Montgomery GI Bill Se-
lected Reserve, the Reserve Education Assistance Program, and Tuition Assistance.
There are duplicative and inefficient education benefits that should be streamlined
to improve the sustainability of the overall education benefits program.

Montgomery GI Bill Active Duty should be sunset on October 1, 2015. Reserve
Education Assistance Program (REAP} should be sunset, restricting any further en-
rollment and allowing those currently pursuing an education program with REAP
to complete their studies. Already enrolled servicemembers who elect to switch to
the Post-9/11 GI Bill should receive a full or partial refund of the $1,200 that was
paid to buy in to the MGIB-AD. Eligibility requirements for transferring Post-9/11
GI Bill benefits should be increased to 10 years of service, plus an additional com-
mitment of 2 years of service. The housing stipend for dependents should be sunset
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on July 1, 2017. Eligibility for unemployment compensation should be eliminated for
anyone receiving housing stipend benefits under the Post-9/11 GI Bill. When pro-
viding feedback in comments to the Commission, Servicemembers repeatedly em-
phasized the importance of education benefits as recruiting and retention tools. En-
suring the robustness of education programs is one of the best ways to guarantee
the future of the All-Volunteer Force. This recommendation would also support GI
Bill benefits, including transferability, while improving their fiscal sustainability.

12. Better prepare servicemembers for transition to civilian life by expanding
education and granting states more flexibility to administer the Jobs for Vet-
erans State Grants Program

DOD, in partnership with the Department of Labor (DOL), the VA, and the Small
Business Administration, maintains the Transition GPS program to help
servicemembers and their families prepare for a successful transition to civilian life.
Transition GPS services are delivered through a series of workshops administered
by each Service. The DOL administers One-Stop Career Centers which offer employ-
ment services for job seekers across the country, including veterans after they have
transitioned to civilian life. These facilities are part of state workforce agencies or
employment commissions and are partially funded through a number of grants
under DOL’s Jobs for Veterans State Grants program. Despite these services,
transitioning from military service to civilian life is more difficult than it needs to
be. DOD should require mandatory participation in the Transition GPS education
track for servicemembers planning to attend school after separation or those who
have transferred their Post-9/11 GI Bill benefits. The Department of Labor should
permit state departments of labor to work directly with State VA offices to coordi-
nate administration of the Jobs for Veterans State Grants program. Furthermore,
One-Stop Career Center employees should attend Transition GPS classes to develop
personal connections with transitioning veterans. A review of the core curriculum
for Transition GPS should be required to reevaluate whether the current curriculum
accurately addresses the needs of transitioning servicemembers, and DOD, VA, and
DOL should be required to produce a one-time joint report regarding the challenges
employers face when seeking to hire veterans.

13. Ensure servicemembers receive financial assistance to cover nutritional needs
by providing them cost effective supplemental benefits.

The Department of Agriculture’s Supplemental Nutrition Assistance Program
(SNAP), better known as the “food stamps” program, and the Family Subsistence
Supplemental Allowance (FSSA), the Military Services’ alternative to SNAP, have
the same congressional mandate and overarching goal of providing nutritional as-
sistance to eligible beneficiaries. In many circumstances, however, it is easier to
qualify for SNAP than it is to qualify for FSSA. SNAP benefits are typically more
generous, and unlike FSSA, SNAP recipients have no obligation to inform their
chain of command, thus avoiding perceived embarrassment or stigma. Estimates of
servicemembers receiving SNAP vary widely because States are not required to col-
lect or share data on servicemembers. DOD needs a better understanding of the
number of Service families using SNAP and the financial situations of those fami-
lies.

Although FSSA should be retained for servicemembers in overseas locations
where SNAP assistance is unavailable, it should be sunset in the states and terri-
tories that provide SNAP benefits. The SNAP program should capture and share in-
formation on active-duty servicemembers receiving benefits to better inform military
compensation and policy decisions. Adopting this recommendation would ensure
servicemembers receive optimal supplemental nutritional assistance.

14. Expand Space-Available travel to more dependents of servicemembers by al-

lowing travel by dependents of servicemembers deployed for 30 days or more.

The Secretary of Defense is authorized to provide air travel for servicemembers,
certain retirees, and their family members on a space-available basis. Space-Avail-
able travel regulations provide eligible passengers access to seats on military air
transport flights that would otherwise be empty. Unused seats on DOD-owned or
controlled aircraft are only made available to Space-A travelers once space-required
(duty) passengers and cargo have been accommodated. Current DOD policy permits
unaccompanied dependents to use Space-A travel, but only when their sponsor is
serving a deployment of at least 120 days. In recent years, frequent deployments
have been a reality for many servicemembers and many were shorter than 120 days,
making dependents of these deployed servicemembers ineligible for Space-A travel.

DOD should allow unaccompanied dependents of servicemembers deployed for 30
days or more to use Space-A travel. The quality of life of servicemembers’ depend-
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ents should be improved by providing this access to unaccompanied travel on mili-
tary aircraft.

15. Measure how the challenges of military life affect children’s school work by

implementing a national military dependent student identifier.

Children of active-duty servicemembers are not identified separately in nation-
wide reporting of student performance. Most elementary and secondary school stu-
dent registration data systems do not include an indicator of students who have a
military affiliation. These children experience unique stresses associated with pa-
rental deployments and frequent relocations that can adversely affect academic per-
formance. As a result, national reports on student performance cannot reliably dif-
ferentiate military dependent students from all others.

A military dependent student identifier should be implemented so that Elemen-
tary and Secondary Education Act reporting can identify students who are children
of active-duty servicemembers. This information would enhance support for military
dependent students by facilitating DOD’s ability to monitor academic performance.

Thank you again for the opportunity to testify regarding our recommendations.
We also want to thank all who contributed to our final report. The Commission is
grateful to have been given the opportunity to make recommendations to strengthen
the best All-Volunteer Force in the world. Ensuring our servicemembers, veterans,
retirees, and their families’ get the support they need is a responsibility the Com-
mission took very seriously. Thank you to all those who serve, those who have
served, and the families that support them.
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Funding Implications of Commission Recommendations
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Chairman McCAIN. Thank you very much, Mr. Chairman. If it
is okay, I'll just have a couple of brief questions, because I was
briefed by you already. If any of the members of the committee
wish to respond to any questions by me or other members, just sig-
nify and you’ll be recognized.

Just two brief questions, Mr. Chairman. How do you know that
your recommendations will provide the same force structure to the
Services, on the issue of the proposed compensation system? In
other words, right now, there is an incentive to remain for 20
years. In this present plan, there will be retirement compensation
literally throughout. So do we have incentive for people to remain
in for a career or disincentive?

Mr. MALDON. We do, indeed, Mr. Chairman. In our recommenda-
tions, we did a blended plan here. We already have a defined ben-
efit, and we added a defined contribution to this to make sure that
we can do the retention or provide for the retention that the Serv-
ices told us that they wanted us to.

I am going to have Commissioner Higgins talk to the specifics of
that recommendation, Mr. Chairman.

Chairman McCAIN. Thank you.

Mr. MALDON. Commissioner Higgins?

Mr. HiGGINS. Thank you very much, Mr. Chairman, and Chair-
man McCain.

Sir, the system we have devised includes the incentives, the flexi-
bility, and the choice that people want in force, so we feel, at its
essence, it’s going to be a very powerful retention tool. When we
look forward at how the system will operate over time, our belief
is, and supported by our analysis, and in this case, it was the
RAND Corporation model, which was the dynamic retention model
used, we believe that our proposal will exactly model the current
force profiles. It will have the tools within it, including continu-
ation pay, Thrift Savings Plan, which is with matching, which is
currently not offered today. It will include the tools that will draw
people through the 20-year career, much like the defined benefit
does today, and to some large extent, because the defined benefit
is retained under our proposal, about 80 percent of that defined
benefit.

So these new tools to meet the demands of choice flexibility,
along with the defined benefit that is retained, we believe will op-
erate very effectively. The modeling that we have done will support
that.

Chairman McCCAIN. Thank you. On the issue of health care, how
does this incentivize beneficiaries to seek the most cost-effective
means of getting health care?

Mr. MALDON. Mr. Chairman, thank you for the question. That
was very important to us as we took a look at the programs that
are providing the benefits to our servicemembers.

As we traveled across the country and we talked to families,
servicemembers, Reserve component members, retirees, after lis-
tening very, very carefully to the conversations and discussions
that we had in terms of what people said they wanted, they pre-
ferred as values choice, access, and value of health care. Those
were the themes that just kept coming time and time again.
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I'm going to ask Commissioner Buyer to speak specifically to that
question.

Mr. BUYER. Thank you, Mr. Chairman and members of the com-
mittee. Cost-effective means, I look at it from two ways. One is to
the government. The other is to the families.

When we looked at this, it was at how we can achieve both. Pres-
ently under TRICARE, we don’t, because there really aren’t suffi-
cient utilization management tools. It is a very limited network be-
cause of the very low reimbursement rates and how the TRICARE
contractors actually recruit providers into the networks and pay
below Medicare rates.

So with regard to the families, we said, “can we do better, not
only for the government with regard to the cost but also with re-
gard to the families and improve the quality of care, give them the
choice that they want and get better access?” We found that if we
move to a system whereby we have what we call TRICARE Choice,
which is very similar to a Federal Employee Health Benefit
(FEHB) model whereby they select from available plans in a par-
ticular geographic region. It does call for more empowerment of the
individual. We are asking that that individual is able to select a
plan that best fits their family. When we do that, the plans them-
selves that are then managed and administered by the Office of
Personnel Management (OPM), those plans will have effective
management unitization tools, and it becomes more cost-effective
not only to the families but, in particular, to the government, Mr.
Chairman.

Chairman McCAIN. Thank you.

Senator Reed?

Senator REED. Thank you very much, Mr. Chairman.

Let me direct this question to General Chiarelli, and anyone else
who would like to respond.

Part of your recommendation with respect to health care is also
strengthening the military treatment facilities (MTF), the tradi-
tional facilities that have to be ready to deploy, if we deploy. Part
of it, as I understand the proposal, is that they would be part of
these health care systems.

Can you comment from your perspective as former vice chief on
this whole issue of strengthening the military medical infrastruc-
ture along with giving individuals more choices in the health care?
Or if someone else wants to.

General CHIARELLI. No, I'm more than happy to.

Senator REED. Yes, sir.

General CHIARELLI. I think we are in a death spiral right now
in our MTF, from the standpoint of they just don’t have the num-
ber of reps that they need to keep their doctors up to standard.
This is a way that we can bring into our MTF's the kind of cases
that contribute to battlefield medicine.

That is what makes this system so different than any other sys-
tem. We need well-trained doctors, not only to treat patients in
hospitals, but to be ready to deploy wherever we send them and
provide that same kind of treatment on day one of the conflict.

This will allow us to attract into our MTFs the kind of cases that
will keep those skills up, and are so absolutely crucial to our sur-
vive-of-wounds rate in the last 14 years of war.
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It will do that on day one of the next conflict. I really believe that
this is something that is going to ensure that we have that combat
medical readiness capability we need moving into the future. If we
don’t do it, we are going to have a very, very difficult time being
able to provide that.

Senator REED. So this is not just about the benefits to the indi-
vidual military personnel. This is about the overall viability of the
health care system in the military?

General CHIARELLI. Absolutely, and that is one of the reasons
why we looked so strongly at a readiness command, because we
really believe there is going to have to be somebody who is keeping
an eye on this system to ensure that the Services are doing the
kinds of things that are necessary to keep those MTFs viable train-
ing grounds for our physicians.

Senator REED. Let me direct this to the chairman. You can de-
cide who is appropriate.

I'm sure I'm not alone, but when we mobilize National Guards-
men and Guardswomen and reservists, they are the ones who
sometimes have the most difficultly getting into the health care
plan, getting their benefits, making sure that their family who is
not close to a medical facility, who may be far removed. It seems
to me that this approach that you are suggesting, choosing among
a set of private insurance plans, would be much more easily
accessed by Reserve components. Is that accurate, Mr. Chairman?

Mr. MALDON. That is correct, Senator Reed. One of the things
that happens with our proposal for the Reserve components is, any-
time they are mobilizing or being activated, the family members
normally will go without coverage. There is a period of time that
they just don’t have coverage when that happens. This will solve
that problem for them because they won’t have to worry about
going long periods of time without coverage of health care when the
Reserve component member activates and deactivates.

Mr. BUYER. Senator Reed, I mean, that is an excellent question.
That strategic reserve that we built over time really wasn’t pre-
pared operationally. We know that. You funded it. You did a lot of
things to bring it up, round it out, and make the total force better
in the 13 years of war. But with regard to the undesirable choices
that reservists and their families had to make upon those mobiliza-
tions to be part of those contingency operations, you are absolutely
right, Senator.

So when we looked at this and said, with regard to that total
force, even though we really pressured the chiefs, do we really
want an operational reserve versus a strategic reserve? They really
do, but they don’t want to call it that because they don’t want to
fund it.

But what is realistic is, when we talk about the war after next
or how to fund the war after next, and caring for the people, when
it comes to the health care, that benefit needs to be for the total
force. So for the Reserve components, that continuity of care that
your questioning goes to, it is so disruptive for the family.

If we say from day one when you join the Reserve component
that health care is part of that benefit, you can select the type of
plan that best fits your family, your premium is 25 percent. We
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capped it at 25 percent for the premium. Then there is no disrup-
tion in the continuity. They like their local providers.

Then if they are on for a longer period of time, they've come,
gone on Active Duty, they are part of the contingency operation,
then they go on to the Active Duty plan, they receive their basic
allowance for health care that takes care of the premium for that
of their family.

Senator REED. Thank you very much, Mr. Chairman.

Mr. MALDON. Senator Reed, if you don’t mind, I would like to
have another member of our commission speak to that as a reserv-
ist, please, Commissioner Carney.

Mr. CARNEY. Thank you, Mr. Chairman.

Mr. Reed, those of us who lived in sort of rural areas and were
on Reserve duty, it wasn’t TRICARE exactly. It was more like “try
to find care.” This takes care of that.

What we are offering now is a system that provides a network
that is robust enough to care not only for the member when they
are on their civilian side, but also for the families when the mem-
ber is deployed. That is exactly what we are trying to do here and
do it in a way that is fiscally sustainable.

Medical readiness as well as dental readiness are critical aspects
of the overall readiness mission. If we can do that with this kind
of system, with a TRICARE Choice system, then I think this is a
good step forward.

Senator REED. Thank you very much.

Thank you, Mr. Chairman.

Chairman McCAIN. Senator Inhofe?

Senator INHOFE. Thank you, Mr. Chairman.

I would say to my good friend Steve Buyer, who I used to sit next
to on the House Armed Services Committee, that I agree with you,
except I'm more concerned about today’s war than I am the war
after next. Right now is when we are having the problems that we
are having.

We had a hearing last week. We had Schlesinger, George
Schultz, Madeleine Albright. They went back and reminisced about
what our capabilities were at that time, and what is expected, and
even read the charge that President Reagan had made at one time
in determining what a defense budget should be.

The reason I'm saying this is I look and I agree with Senator
Reed who talked about the inadequacy in meeting the threats. I
agree with Director Clapper when he says, “Looking back over my
now more than half a century in intelligence, I have not experi-
enced a time when we have been beset by more crises and threats
around the globe” than we are right now. That in light of the fact
that we also have the force structure problems.

I'm very proud of all of our chiefs. General Odierno has been be-
fore us, and all of the rest of them, talking about how significant
this is and it is something that is unprecedented.

The reason I bring this up, we have a quality group here, I would
say, Mr. Chairman. I just think after this is over, you should recon-
vene and get into this thing as to the current threat that is out
there and the inadequacy that we are facing. It is one thing for the
chiefs to come forward and talk about what is going to happen with
sequestration. But when you folks with your backgrounds come
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forth, to me that gives a different sense of meaning. I would hope
that we might consider that.

I was a product of the draft and look at things a little bit dif-
ferently than others. In fact, I was one that was not at all opti-
mistic that the All-Volunteer Force would be the quality force that
it is. I was wrong, although there were some advantages to the
draft at that time.

I think that when you are examining the charge that were given
to you, and I would ask you the question, what have you decided
motivates the young people to serve in the All-Volunteer Force?
Then, why are so many of them leaving, if you could zero in on two
or three reasons as to why they don’t stay on?

Quite often, we go back and talk about how much cheaper it is
for us to retain than to retrain. The extreme example is to get a
pilot to the point where they can do an F-22 quality and the reen-
listment bonus is $250,000 but the cost to retrain is $17 million.
Now scale that down to whatever forces that we have here.

What is the major reason that they come in and then they leave?

Mr. MALDON. Thank you for the question, Senator Inhofe.

We spent a lot of time looking at that, that specific issue that
you address. It is a very important one. As we think about how to
modernize the compensation programs, compensation programs for
tomorrow, we are thinking about exactly what is required for the
military to be able to recruit and retain people. We have to think
about the way the new generation think, what they value, what
they prefer. Those are the kind of things that we listened to and
heard as we talked to people.

As it was already indicated here today, 83 percent of the enlisted
force actually wind up leaving without any kind of retirement bene-
fits, which is one of the reasons that we made the recommendation
that we did, to be able to extend some of the retirement benefits
for those servicemembers who will serve and then move on to do
other things from 17 percent to 75 percent.

I'd also like to point out that a couple of things that we were told
specifically by the servicemembers is that they are concerned about
the service to their country and the G.I. Bill. Those were two of the
things that were very important to them in terms of why they
would come in, what they were looking for. Get an education ben-
efit, be able to take advantage of that, which is a strong recruiting
tool, and then move on to something else.

Senator INHOFE. Very good. Thank you, Mr. Chairman.

Chairman McCAIN. Senator Manchin?

Senator MANCHIN. Thank you, Mr. Chairman. Thank you all for
being here.

I guess this would be to anybody who wants to answer the ques-
tion. But my thing is, is that it is a very difficult position you are
being put into and we all are, because I don’t think anyone ques-
tions the commitment the Service people and all people in military
have to the United States of America.

I know in West Virginia we feel very strongly about that, people
willing to take a bullet. I have always been able to explain when
I was Governor, when they would explain or complain about wheth-
er it be our state police retirement or our fireman’s retirement,
they are willing to put their life on the line every day for you.
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So people are willing to pay a higher price for that but they still
want it to be fairly comparable. Do you all look at that from the
standpoint—I can tell you, in most all State budgets or munici-
pality budgets, the firemen and police pensions are out of whack,
they are under water, and we are trying to get them back. There
is going to have to be some sacrifices. But to the point, we have
to recognize the sacrifice they are making for us.

How do you balance this out? What would I tell the National
Guardsmen of my State that have been deployed maybe three and
four times, and we are looking at changing some of the compensa-
tion? What type of literacy training are we giving to help them on
their retirement? Why do we have so many that leave at 10 years
of service in the military to go into private contracting for the extra
pay overseas in Afghanistan and Iraq? What is the magic number
of 10 years? I find most of our soldiers of fortune that leave our
military that we spent an awful lot of time and energy training
them, leaving and going for the higher pay. Can you give me that
magic thing at 10 years what they lock in and what gives them
that freedom to do that? Whoever wants to chime in on this.

Mr. MALDON. Yes, Senator. Senator, thank you very much for
that question. We, certainly, have spent a lot of time talking about
that. I am going to ask Commissioner Kerrey, Bob Kerrey, to share
the specifics of that.

Senator KERREY. Well, first of all, I think you would be having
a difficult time retraining men and women to serve in the military
had this Congress not made all of the changes that it made since
we have been fighting this war for the last 14 years. I mean, if you
just look at what you’ve done with pay and compensation, it is now
better than market. It needs to be.

The changes that have been enacted by Republicans and Demo-
crats have not been given enough praise, in my view, because had
those changes not been done, given the stress on families today—
I'm a very proud geezer father. I have a 13-year-old. If we think
about having to move our son once every 4 or 5 years, it is a trau-
matic thing inside of our household. That is way more stability
than anybody in the military gets.

So the stress on the families has increased over the past 14
years. Thanks to congressional action, the pay and benefits now are
quite strong, and they need to be in my opinion. Otherwise, we are
going to have a difficult time retaining men and women.

The second thing that has happened, and the Senator and fellow
draftee referenced the good old days, the American people now are
quite proud of their military. They are quite confident that they are
getting the kind of support that they need. But Americans are a
lot more patriotic and they care deeply about the men and women
who are serving.

I think that attitude makes a big difference to people’s willing-
ness to serve. I would say the combination of patriotism and the
combination of pay and benefits, those two things together have
made a big difference.

When I looked at the recommendations, Senator, that we are
making, the two big questions that I ask are, are we keeping faith
with the men and women who have served? Those of you who have
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understand that what happens is that you give up your freedom.
If you get ordered to do something or go some place, you do it.

So are we keeping faith with those who have served and are
serving? I answer emphatically yes.

Second, the recommendations that we make, will it enable us to
continue to recruit and retain in the All-Volunteer Force. Again, I
answer emphatically yes.

But it is something that you constantly have to pay attention to.
I think there is a qualitative difference between the public pensions
at the fire and police level. Those firemen can get a little ornery,
and the police can get a little ornery. They don’t have a Com-
mander in Chief that tells them exactly what to do. I get orders
to report to so and so location, I say yes, sir, and go.

Whereas in negotiation with the fire union and the police union,
you have serious negotiations about where they’re going to go and
what they’re going to do.

So I think there is a qualitative difference between the relation-
ship of the American people and the men and women who have
signed up and sworn that oath, given up their freedoms, and even
in training exercises, put their lives and health at risk.

Senator MANCHIN. Well, it’s not a hard sell. Basically, in my
State and most States around the country are very committed to
our military force, and they want to make sure they are com-
pensated and taken care of and given the care they need. They just
want to make sure we are doing it in an efficient manner, and if
we are giving them the training and expertise and literacy training
they need to make decisions.

Senator KERREY. I would say, Senator, I think the moment that
ends, no matter what you pay men and women, they are not going
to sign up. The moment that that attitude changes, as it was in
the 1970s, it is going to be difficult to recruit people to Service.

Senator PRESSLER. We have a tradition on our Indian reserva-
tions. A lot of people serve 3 or 4 years and very rarely go for a
career. I always had a difficult time getting our Native Americans
to go to the Military Academies. But it seems that, aside from
whatever we do, there is a tradition in our country of a lot of peo-
ple wanting to serve 3 to 5 years. Of course, we need those people.
That is particularly true in rural areas in States such as mine and
with Native Americans.

Senator MANCHIN. Thank you, Mr. Chairman.

Chairman McCAIN. Senator Fischer?

Senator FISCHER. Thank you, Senator McCain.

Mr. Chairman, you’ve mentioned flexibility a couple of times here
in your statements. In the report, it says that the force may benefit
from a flexible retirement system that incentivizes them to remain
in Service longer than other occupational specialties with regard to
doctors, cyber-personnel.

Do you have specific proposals? I would like to dig down a little
bit into this. Do you have any specific proposals that the commis-
sion recommended? Do you see each Service setting a different re-
quirement there? If so, do you anticipate any problems? Do you see
competition among the Services?
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Mr. MALDON. Thank you very much, Senator, for the question. I
am going to ask Commissioner Zakheim to respond to the specifics
of your question first.

Mr. ZAKHEIM. Thank you, Mr. Chairman.

Senator, each of the Services already has different types of bo-
nuses to keep people on. For instance, nuclear engineers and spe-
cialists get special bonuses from the Navy and so on.

Our proposal does not tell the Services how they should do it.
What we are trying to do here is give them maximum flexibility,
so that if there are, as you pointed out, certain specialties that,
frankly, like doctors, you actually get better with more time in your
practice, then the Services upfront can decide that they want to re-
cruit an individual and have that individual stay on longer than
the normal term. But it works both ways, actually. It is not just
to keep people longer. They can sign up some for less.

We wanted to give them maximum flexibility, so at the same
time that we are giving the individual choice, we are giving the
Services flexibility. Again, it goes back to the question about what
kind of a force do you want to shape? The Services are the ones
who know that best, of course.

Senator FISCHER. When you looked at the surveys, were there
any issues identified that the commission did not make rec-
ommendations on? I guess I'm thinking specifically of the housing
allowance. That has been a big issue in the past. The President has
made proposals but yet it was not addressed by the commission.
Are there other instances there? Really, why didn’t you address the
housing? We hear about that a lot.

Mr. MALDON. Senator, thank you so much for the question. We,
indeed, took a very, very hard look at the Basic Allowance for
Housing (BAH)/Basic Allowance for Substance, and we actually
looked at the pay table. We looked at the structure of all of those
programs.

We clearly asked ourselves three questions. Number one, were
these programs delivering the benefits that they were intended to?
Number two, were the benefits being delivered in the most cost-ef-
fective way possible? Third, could this commission design a clear
path for modernization to those programs, in terms of improving
those programs.

After looking at those, we did not feel that we could design a
clear path to modernization for those programs, and instead we
could provide a much better benefit to the servicemembers and do
it in the most cost-effective way by making the recommendations
that we have made.

Senator FISCHER. Would it be fair to say that the commission
supports with what the Congress did then with the housing allow-
ance? Or do you support the President’s proposal?

Mr. MALDON. Senator, again, thank you for the question. I am
going to ask Commissioner Higgins to respond to the specifics of
that question

Senator FISCHER. Thank you.

Mr. HIGGINS. Thank you, Mr. Chairman, Senator.

Clearly, BAH, in our view, is operating effectively to provide the
housing that our servicemembers need. There are a number of the
elements of the compensation system that drew our attention very
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dramatically that we did not elect to meddle in, if you will, because
we believe they are operating effectively. Others would include the
pay raise mechanism. The pay table itself we believe is operating
Cﬁrrectly, special pays and allowances, and BAH, I think along with
that.

Now on each, if you believe that you need to save money, then
obviously the Congress could act to reduce programs. That is your
choice. Our objective was modernization, and systemized mod-
ernization where we go into the structure of a program. We did not
believe that the structure of those programs were deserving of mod-
ernization.

If T could go back to your other question as well, Senator, the
Service Chiefs asked for flexibility. One of the primary complaints
about the retirement system as it exists today is that it is overtly
rigid, inflexible. Service Chiefs implored us to seek opportunities
for greater flexibility. We delivered that section you are referring
to.

Are there some potential frictions between the Services? Would
it cause some concern? Do we believe it is going to be used instan-
taneously? No. There will be uncertainty, and I think that will
keep that proposal in check, perhaps for years. But there will come
a day when greater flexibility in the retirement system will be
needed. That provision will be there to deliver that to the man-
agers.

Senator FISCHER. It would also allow the Services then to com-
pete for the men and women that they need to perform in different
areas, correct?

Mr. HicGINS. Always a difficult issue, controlling competition be-
tween the Services. The service cultures are, indeed, incredibly
strong. You always want to endeavor to limit competition and cre-
ate systems that operate for the best interest of the total force. But
there will be some insecurity, and I think that will cause this, as
enticing as it may be to some people inside the Pentagon. Whether
or not it rises to a level where it is implemented is a serious ques-
tion that is going to take time to resolve.

Senator FISCHER. Thank you, sir.

Thank you, Mr. Chairman.

Chairman McCAIN. Senator Gillibrand?

Senator GILLIBRAND. Thank you, Mr. Chairman, for this hearing.
Thank you to all of you for your very hard work.

One of the most important considerations for me in terms of po-
tential changes to benefits and compensation is that the approach
be holistic and that we ensure the lower enlisted troops and fami-
lies do not disproportionately feel the impact. Can you please walk
me through why you believe this is holistic and how it will impact
lower enlisted troops and their families? Anyone can answer.

Mr. MALDON. Thank you, Senator, for your question. I am going
to ask Commissioner Chiarelli if he would please respond to the
question.

General CHIARELLI. I think we have done everything we possibly
can to make it holistic and apply to everyone. We have two charts
that go into the retirement. One enlisted E-7 to show what his re-
tirement is under the current system, and what it would be under
the new system. I think you can see that it is clear that he or she
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would do much better under our proposed system than they would
under the current system.

We have one for officers that shows the same thing.

I don’t think it’s just the retirement system you should look at.
I think you should look at what we are doing with health care. We
are giving them the ability in health care to go out and imme-
diately go to see a private provider that is in their insurance net-
work. Or if they would rather choose to go to the MTF because that
is where they feel they can get the best care, they can go to the
MTF.

Today, under most of the TRICARE programs, it takes a period
of time before you can get that TRICARE referral, and it is up to
30 or 40 days from the time you want to see somebody until you
can get out to see them, if you can find a provider.

This applies not only to officers and warrant officers, but it ap-
plies to our enlisted soldiers. So I think everything in our rec-
ommendations was geared to ensure that whatever we rec-
ommended was holistic and applied to both officer and noncommis-
sioned officer in the same way.

Senator PRESSLER. In a holistic sense, we included exceptional
family provisions and childcare issues in our report, which nor-
mally might not be in such a report. But a lot of the lower ranking
servicemembers have a very hard time with waiting lists on
childcare and so forth, so we tried to be holistic in that sense.

Mr. BUYER. Ma’am, holistic was not only of the moment. We were
very reverent to the past for our military traditions and heritage.

Senator GILLIBRAND. Thank you.

Senator KERREY. If I could?

Senator GILLIBRAND. Please.

Senator KERREY. There is one area we have not talked about.
First of all, you completely destroyed me, because I tried to get the
chairman and the rest of the commissioners to stop using the world
“holistic.”

Senator GILLIBRAND. Sorry.

Senator KERREY. Obviously, I failed in that effort.

Among the things you really need to think about is all these men
and women at some point are going to transition back into the ci-
vilian life. The changes we are recommending in the health care
side and the changes we are making on the retirement side make
it much easier to do that, because there isn’t an abrupt differential
between what we are recommending and what the civilian popu-
lation is doing.

Senator GILLIBRAND. So to continue along that line, I'd love to
understand better the health care proposal. I understand that part
of the recommendation is to create a basic allowance for health
care based on the average family’s out-of-pocket costs to cover the
cost of premiums and the co-pays. So how do you account for fami-
lies with extraordinary needs? Will they pay more? I'm especially
concerned about families with the special needs dependents, chil-
dren with special needs specifically.

Mr. MALDON. Senator, thank you for the question. We spent an
inordinate amount of time talking to families across the country
about the challenges they had with exceptional family members.
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I'm going to as Commissioner Buyer to speak to that, the specifics
of that question.

Mr. BUYER. There are two parts to the question. I'll do the health
care and then the extraordinary families piece.

To the basic allowance for health care, you are correct. In order
to make that determination, it will be decided by OPM. OPM will
manage the plans and they will take the average of those pre-
miums of the plans that were selected in the prior year. They also
then will look at that average to come up with the co-pays and the
deductibles.

Senator GILLIBRAND. Does OPM help families navigate it, be-
cause this is a new system for them.

Mr. BUYER. Part of our recommendations with regard to literacy
training, literacy is not only for financial literacy, because now, as
we move into the Thrift Savings Plan and government contribution,
there is a financial literacy piece. But there is also a health piece
to help people navigate.

This really is calling for more empowerment of the individual. It
goes to that opening question that Mr. Higgins really posed to all
of us on day one, which is that we are very used to our military
being paternalistic. So as we look at what is happening in society
and how dynamic, I want to say the new generation is, not that
they are the selfie generation. They are the generation who want
to have greater controls about themselves. They watch their peers
making contributions into 401(k). “How about me? I am in the mili-
tary. I want to participate, too.” So we have come up with that
blended.

With regard to health care, we are also making that empower-
ment of choice in educating them about how important it is to
make the best plan for themselves and their family. When we give
them the financial literacy and the health literacy, when they leave
the Service, it is a better individual and it is a better family.

Mr. MALDON. Senator, if you don’t mind, I'd like to have Commis-
sioner Higgins follow up on the latter part of the question. It was
two pieces.

Senator GILLIBRAND. My time has expired. It is up to the chair-
man.

Chairman McCAIN. That is okay. Go ahead, Mr. Higgins.

Mr. MALDON. Thank you, Mr. Chairman.

Mr. HIGGINS. Thank you, Mr. Chairman, Chairman McCain.

Senator, we had a great deal of concern about exceptional family
members and how we would care for them. We have a proposal, of
course, that would add a new level of benefits for those families.
It was one of those areas where we would increase costs, so we
were not all about cutting. We were about making life better for
servicemembers.

In addition, if you had a catastrophic situation in a family where
you had extreme cost that was related to an exceptional family
member, there is also a fund that we would propose to ensure that
those out-of-pocket costs did not get excessive. We plan on that for
about 5 percent of the people. So there is help there.

Chairman McCAIN. Senator Ayotte?

Senator AYOTTE. Thank you, Mr. Chairman.
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I want to thank all of you for the hard work and thoughtfulness
you put into this commission and for having this important discus-
sion with us.

I do have to say, today, I'm walking back and forth between this
committee and the Budget Committee. As I look at where we are,
Senator Kerrey, to use the word “holistic” in a way that I think the
point needs to be made here, is that if you look at where we are,
for example, the President’s budget that was just submitted, by
2021, our interests costs, what we are paying in interest, is going
to exceed the Defense budget.

As I look at the work that you have done, a bipartisan commis-
sion, and we look at what the biggest drivers in our debt are over-
all, looking at the big budget, mandatory spending, programs that
we need to have similar looks at—Medicare, Social Security, that
are very, very important programs to people.

I appreciate that you have done all this work. I think we are
looking at our military stepping forward first in making many
changes. I think that we need to look across the entire budget too,
because where we are is that we are going in 2016 to defense budg-
et only 3.1 percent of GDP and 14.3 of Federal spending, which is
the bottom of the historic range since 1950.

The reason I want to put that in perspective in the big picture
for everyone, we look at the sacrifices that our men and women in
uniform make—the separations from family, obviously the sac-
rifices they make putting their lives on the line, all of that. I think
that the work you have done is really important, and we look for-
ward to delving into it more deeply.

But I hope in the bigger Congress, as we scoot between here and
the Budget Committee today, that we look at the big picture and
we won’t be sitting in a situation where we are going to continue
to shrink the defense of a Nation because we won’t take on the
other hard challenges that need to be taken on for this Nation.

It would be great to see a group like you look at the bigger pic-
ture as well. I just wanted to say that, and thank all of you for
your work.

In terms of a specific question, I wanted to follow up on the re-
tention issue, because obviously that is important to all of us in
terms of keeping the very best military in the world and wanting
our best and brightest to join the military.

As we look at your proposals on recruitment and retention, what
assumptions did the commission use regarding economic conditions
in the country and operational tempo (OPTEMPO)? So meaning,
what did you assume would be the rest of the private economic
growth, because that always drives, obviously, what opportunities
our best and brightest have? Also OPTEMPQO?

Mr. MALDON. Senator, thank you very much for the question. We
took quite a bit of time actually looking at that and deliberating
over those issues. We actually had experts come in and talk to us
about the millennials and what that means, as well as what it
means with the social environment and those kind of societal
changes that have taken place and how that would affect retention.

I am going to ask Commissioner Chiarelli to speak to the spe-
cifics of your question.



31

General CHIARELLI. I would totally agree with the chairman,
Senator. We did.

A good example where we provided flexibility is at the 12-year
mark with continuation pay. That is not a fixed amount someone
is going to get. We were going to allow the Services to set that
amount based on the economic conditions that they have at the
particular time to maintain the retention rates, not only the total
retention rate but the retention rates by specialties that they need
to continue past that 12-year mark.

So everything we did was based around an OPTEMPO from
peacetime to the fact that we would have to deploy the entire force.

If you had told me when I was in the Army Operation Center on
September 11 that we would be able to maintain the All-Volunteer
Force at the OPTEMPO that we did for 13 years, I would have told
you there was no way whatsoever. We did.

I had aviators that literally knew that, on the 365th day of the
year, they were going to be back down range. They would stay
down for a year and come back and get another year at home be-
fore they were going back down range.

Why they did that? A lot of it is pure patriotism, love of country,
and a mission they believed in.

I think it is absolutely critical that in times where we don’t have
that OPTEMPO, we give the Services the tools they need. I think
you will find throughout our report we have done that, everything
we can to give them that flexibility to maintain those retention
rates.

I would argue, in the earlier question, as I live around Fort
Lewis, WA, today, the biggest issue for retention today is uncer-
tainty. They just don’t know whether they are going to have a job
tomorrow. There is real concern in the force, as you wander around
that post and see folks, how far the cut is going to go. Is there a
future for me here?

I think our retirement plan speaks to that and puts us in much
better position, should we ever have to cut the force again to pro-
vide people who are leaving something when they leave.

Senator AYOTTE. I want to thank all of you. I have some addi-
tional questions I'll I submit for the record.

I would just say, General, to your point, that goes to the seques-
ter issue too, in terms of continuing to diminish what we are going
to spend on the overall force and our readiness, and that is issue
we already had hearings on, and we need to do something about.
Thank you.

Mr. MALDON. Senator, thank you. Senator, there was a modeling
component to your question. I would like to take that for the record
and then get back to you, too, because we do have very specific
data and details for that.

Senator AYOTTE. Thank you.

Chairman McCCAIN. General Chiarelli, I wish that every member
of the Senate could have heard your last comment, because we are
going to be in a very significant struggle here in regard to seques-
tration. You reflect the views that were expressed to this com-
nillittee by our four Service Chiefs last week, and I thank you for
that.

Senator Donnelly?
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Senator DONNELLY. Thank you, Mr. Chairman.

I want to thank all of you for your service to the country. You
have all done so many extraordinary things for us.

My fellow Hoosier, Congressman Buyer, is here. Thank you for
all your work, and to all of you.

I also want to say the importance of the extended care that you
are providing for exceptional family members, what you have done
in that area is really significant, and will change lives for family
after family.

General Chiarelli, I wanted to ask you about the unified drug
formulary between DOD and the Department of Veterans Affairs
(VA). You have done exceptional work in trying to stop the scourge
of suicide. You have worked tirelessly to provide solutions and an-
swers here.

If you would tell us a little bit the challenge when you transfer
from DOD to VA with the drug formulary and what that is caus-
ing?

General CHIARELLI. Thank you for that question, Senator. I real-
ly appreciate that.

When I was vice chief of staff in the Army, I had no idea there
were two different drug formularies between DOD and VA I really
believed every single soldier who used drugs the way they were
supposed, who had posttraumatic stress or traumatic brain injury
and was taking an off-label antidepressant that was developed 30
to 40 years ago, not for the disease that they had, that their doctor
had to work through a whole bunch of the different drugs to get
them to the right one, that when they showed up to their VA on
day one, they would be able to provide that prescription to their
doctor, and he would automatically refill it. That is not the case.

We have two different drug formularies. The DOD is very expan-
sive, just about anything FDA has approved, they can prescribe
them, and they do. When an individual finally gets on the right
drug at the right dosage and goes over to the VA, many, many
times in this particular area, antipsychotics and antidepressants
and antipain medications, they find themselves in a situation
where the doctor looks at them and says I'm sorry, I cannot refill
that prescription.

You are going to hear a lot of different stories from folks, but I
continue to have soldiers come to me, sailors, airmen, and marines
today—just last week, I met with one for coffee who had the exact
same thing happen to him.

If there is anything we can fix to get at this suicide problem, it
would be to make sure that once we get a kid on the right drug
and at the right dosage, wherever he goes in the system, he is able
to get that same drug and not be told, “I'm sorry, that’s not in our
drug formulary.”

Senator DONNELLY. Isn’t there also a confidence factor for that
person, that they feel comfortable with the drugs they are receiv-
ing, with the treatment they are on, and changing it up is like a
life-changing experience?

General CHIARELLI. Most of them don’t, Senator. What they do
is they go find a private doc to go ahead and give them the pre-
scription and they pay for it out-of-pocket.
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So here we have told them, “We are going to take care of you.
We really care for your service. This is your benefit.” They go over
and say, “I'm sorry, you can’t have that drug.”

I'm telling you, no one cares if you get St. Joseph aspirin in DOD
and Bayer aspirin in VA That is not an issue. But on this drug for-
mulary issue for antidepressants, antipsychotics, pain medications,
these things you have to be weaned off of, we should not put our
service men and women in this situation when they transfer over
to the VA

If it is not on the drug formulary, somebody should hand them
a card and say go to your local pharmacy and get the drug.

Senator DONNELLY. As the General and all of you know, we are
losing 22 veterans a day to suicide. In the Active Duty, we lost 132
young men and women in combat in 2013. We lost 475 to suicide,
almost four times as many. So your efforts on this are life-chang-
ing.
I would like to then follow up with a question. As we transition
from DOD to VA, for a number of our young men and women, obvi-
ously, there are electronic health record challenges. What do you
think is the next largest challenge we have to tackle and knock
out?

Mr. MALDON. Senator Donnelly, thank you very much for the
question. We spent a lot of time talking about the DOD-VA col-
laboration and what that really means, what effect it has on health
care for veterans.

I am going to ask Commissioner Buyer to speak to the specifics
of that question first.

Senator DONNELLY. Great. Thank you.

Mr. BUYER. When you look at our recommendation eight, Senator
Donnelly, we are asking that the Joint Executive Committee that
has authority, it doesn’t have power now. That is pure heterodox.
We are asking that you give it statutory power to actually imple-
ment the recommendations.

When we met with Secretary McDonald, two things we learned.
One is they said they agree with the commission. But could you
also—this wasn’t in our recommendation and I throw this to you,
because I anticipate the Secretary of the VA would say I would like
to have parity, so when the Joint Executive Committee meets, the
Deputy of the VA meets with the Under Secretary for Personnel.
It 1s not the same. If you raise that so that the Deputy Secretary
of the VA and the Deputy Secretary of the DOD meet at the Joint
Executive Committee, and give them the authority with the power
to implement, big difference.

So with regard to the blended recommendations and the exact
antidepressants or antipsychotics General Chiarelli spoke of, or
pain medications, let the experts make that decision with regard to
where in the formulary it should be blended. With respect to large
capital projects, never again should we have the scenario where we
all struggle trying to get the timelines for the building of an Army
hospital and a VA hospital. That shouldn’t ever occur to us again.

With regard to your specific question, “What do you really antici-
pate, Steve, the biggie that is going to happen next?” It really is
this challenge, as the country moves to set these national stand-
ards for the electronic health records. So we have the scenario
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whereby you are responsive with regard to the VA and the sched-
uling debacle. We said that we will move to this Choice program,
Senator McCain, that you talked about. We will have this increase
of more non-VA care. When you are on the Committee on Veterans’
Affairs in the House, around the 2004, 2005 timeframe, we were
spending about $400 million for non-VA care. Today, $6 billion. It
is only going up.

So think of this, DOD has a contract let to create their own new
version of their electronic health record. VA is doing the evolution
of VistA, and they want to make sure, as they move to their new
programs, that they have data standards so they can be
bidirectional.

At the same time, the VA is doing more non-VA-based care in the
private sector. In order for there to be continuity of care, those pri-
vate docs have to be able to communicate then with the VA So we
are talking about bidirectional, so they can communicate. That is
a huge challenge.

Now in DOD, as they move to their new electronic health record,
and as we make recommendations to you to move toward the selec-
tion of plans, meaning there is going to be a lot of care provided
in the private sector.

So this setting of national standards on how the country will
communicate is extremely important. That is what I would see,
Senator Donnelly, as the biggie that is about to come. It is about
your leadership on setting those national standards.

Senator DONNELLY. Thank you to all of you, and thank you for
your extraordinary service across-the-board.

Thank you, Mr. Chairman.

Chairman McCAIN. Senator Sullivan?

Senator SULLIVAN. Thank you, Mr. Chairman.

I wanted to also thank the members of the commission for the
great work that you have been doing for the country, now and be-
fore.

I first want to get a sense of kind of the big macro issues, the
competing issues that you have seen, Mr. Chairman, as part of
your mandate. In particular, what I was interested in, is there a
concern about the projected growth of benefits, of retirement, that
ultimately will be or could be taking away from training and readi-
ness? I think we all want to make sure we are taking care of our
troops. I think, though, sometimes what gets lost is ultimately the
best way to take care of them is to make sure, if and when they
need to go fight, that they come home alive.

Is that an issue that the commission has had to deal with on a
broad scale? This kind of tension between competing issues that we
are looking at with regard to military expenditures?

Senator KERREY. Mr. Chairman, can I take that question?

Mr. MALDON. Senator Sullivan, thank you very much for your
question. I knew that Commissioner Kerrey would want to answer
this question, so I'm going to ask him to respond.

Senator KERREY. Since I'm notoriously holistic in my thinking
about such things.

I argued and I think commissioners were persuaded that for us
to address this problem that you have identified, without address-
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ing the big one—the big one is Social Security and Medicare. That
is crushing all the appropriation accounts.

It would be unfair to identify military retirement as the big prob-
lem, because it isn’t. The big problem is Social Security and Medi-
care.

So it seems to me to address military retirement without going
after Social Security and Medicare is basically saying we are going
to balance the budget on the back of our military retirees, and I
think that would be a wrong thing to do and send a terrible signal.

Mr. ZAKHEIM. Could I jump in here?

Senator SULLIVAN. Yes, sir.

Mr. ZAKHEIM. Since I had to deal with exactly that question at
DOD when I was comptroller.

First of all, there is a huge misunderstanding as to how much
is being spent on military, as part of the defense budget. People
think it is 50 percent. It is not. It is 29 percent. We write about
that in our report.

If you add the civilians, the defense civilians, that brings it up
to about 40 percent. But that is a whole other category. That is not
something we focused on.

The real issue is, can you modernize what you are offering to
your military at the amount of money that you are spending? If you
can spend a little less and modernize a little more, so much the
better.

That is where we started. We started with modernizing. We
started with choice. We started with what my fellow commissioner
doesn’t like, holistic approaches. But that is where we began.

Then we looked how things fell out. It turned out, it fell out that
you could actually save the government money as well. You could
actually do better by your people and still save the government
money, which tells you how inefficient the current system is.

The reason it is inefficient is not that it was deliberately so.
When the All-Volunteer Force started, who was in it? Mostly young
men, unmarried. Now look at what we have. A completely different
kind of force.

So we have to be concerned about Extended Care Health Option
(ECHO) programs. We have to be concerned about childcare. We
have to be concerned about a lot of different things that just
weren’t paramount in 1975.

That is how we approached it. We did save some money, but that
wasn’t the driver, and it shouldn’t be.

Mr. BUYER. Senator, I'd be very careful about getting sucked into
this debate of people versus procurement.

Senator SULLIVAN. I'm not talking about just procurement. I am
talking about hard training for our troops.

Mr. ZAKHEIM. Again, frankly, this is not the issue, because the
amount of spending on personnel has been level.

The real problem, and I think Senator Ayotte pointed it out, and
several others, is there is just not enough money going to defense,
full stop. That is the issue.

Mr. BuUYER. When you hear that personnel costs are
unsustainable, the baseline that is used for that is year 2000. The
question you should and is why was the year 2000 chosen as the
baseline to prove that somehow personnel costs were
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unsustainable? Congress made a lot of the conscious decisions to
improve the personnel system. We did REDUX reform. We did the
VA formulary reform. We changed the pay tables, and we did
TRICARE for life. Then as you went into war, we did the G.I. Bill
and the pay raises.

So there was a reason, a clever reason, why the year 2000 was
chosen.

General CHIARELLI. I would only add, and I’'m telling on myself
now, my staff used to tell me to come up here 21 times, and if you
go back and look at my testimony, I always quoted the fully bur-
dened cost of a soldier.

I learned through this commission work that the cost of a soldier
hasn’t really gone up. It is what you hang on that soldier.

Look at an M16 rifle and what it looked like in Vietnam, and
look at that same weapon system today with all the sights and
bells and whistles that we are putting on it. When you look at the
fully burdened cost, you are rolling in the additional costs of other
things and applying that to personnel accounts, which I was totally
wrong in doing that. I apologize.

Mr. ZAKHEIM. One last point, which is really important. General
Chiarelli pointed out that he couldn’t imagine, and neither could I
when I came in in 2001, that we would be at war for 13 years and
be able to keep all the people we kept. Well, if Congress and the
executive branch had not done what it had done, as Congressman
Buyer said, in 2000, 2001, 2002, do you think we would have kept
them?

Senator PRESSLER. Let me add to that, that when this commis-
sion was created legislatively, we were very limited in the sense we
had to assume an All-Volunteer Force and we would not take any-
thing away from anybody who has it now in certain areas.

So really a lot of the commissioners might have had great, grand
ideas, but we tried to stay within the confines of our legislative di-
rectives.

Senator SULLIVAN. Thank you.

Thank you, Mr. Chairman.

Chairman McCAIN. General Chiarelli, it is very rare we get an
apology from a General before this committee. I hope we will mark
this as a historic moment. I thank you. [Laughter.]

Senator MCCASKILL. Mr. Chairman, I'm surprised balloons and
confetti didn’t drop from the sky. [Laughter.]

Chairman McCAIN. Senator Heinrich?

Senator HEINRICH. Thank you, Mr. Chairman.

I want to thank all of you. Lord knows what a difficult charge
this was. Coming from a State with incredibly high rates of vol-
unteerism, I want to say how much I appreciate the fact that you
came to these recommendations unanimously. Serving in this body
right now we don’t hear that word “unanimously” as often as we
would like to.

But I wanted to ask you if you could elaborate a little more for
everyone here and, certainly, for this panel about the process you
used in terms of gathering feedback from our servicemembers, from
their families, at military installations and at veterans service or-
ganizations (VSO)? That was one of the things I was concerned
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about in this process, but I was quite impressed with the level of
feedback as you move towards your recommendations.

Mr. MALDON. Senator Heinrich, thank you so much for the ques-
tion. We spent a lot of time traveling across the country meeting
at different military installations. We met with servicemembers—
that is, Active Duty servicemembers, Reserve component members,
as well as retirees.

We held sessions. We held town hall meetings. We held public
hearings as we traveled. We would spend a lot of time trying to
really listen. We listened very carefully to the comments that the
servicemembers and their families shared with this commission,
about things that they really were concerned about.

They talked about OPTEMPO, the challenges with that. They
talked about the long waiting list of trying to get their child into
a childcare center. They talked about not getting access to health
care and the problems that they had with trying to get specialty
care and waiting to get through the referral system. All of those
kind of things are what we used.

We received tens of thousands of comments that came in to the
office from across the country from servicemembers about things
they were concerned about. Then we also received the many, many
responses from the survey. The survey was a very, very instru-
mental part of this process. We sent out surveys to over 1.3 million
retirees. We sent it out to our Active components and Reserves. We
received over 150,000 responses back that said, “Here is what it is
that is important to us. Here is what we prefer. Here is what we
value.”

They basically stack ordered one benefit over the other, so we
have a pretty good indication of exactly what is important to them.

Senator HEINRICH. I want to thank you for that. I want to move
my next question to Senator Pressler, because I really appreciated
your comments about the culture of service that exists in our Na-
tive American communities. Certainly, that is one of the reasons
why New Mexico has had such an enormous overall rate of vol-
unteerism, military volunteerism, over the years.

I was wondering if you had looked at the recommendations in
terms of having the sort of TSP model and a contribution portion,
if you serve as an enlisted person for 4 years, very much at the be-
ginning of your lifetime career, and you build that early nest egg
through this process, what that looks like at aged 65-plus, when-
ever you actually retire? What impact would that have on tribal
communities, as well as on rural communities, where there are
very, very high rates of volunteerism?

Senator PRESSLER. We do have a problem, in the sense of the Na-
tive Americans. I just couldn’t get mine to go through the Acad-
emies, but they do join the Service for 3 or 4 years. They have a
very high rate of service, and they are very proud of it. You go on
the reservations, and I know your State, they have American Le-
gion veterans and Vietnam veterans groups and so forth.

The component that they would take out at least, and most of
them go with no retirement, but they would have at least 1 percent
the government would contribute to a TSP. After 2 years—one of
my colleagues might correct me—they can contribute up to 6 per-
cent, through the match.
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But when they are elderly, they will have something, something.
It depends how our stock markets work out.

But I think, in our country, we have to the depend on the citizen
soldier. In my view, it isn’t just to retain everybody for 20 years.
It is for 3, 5, 6. In my case, I served for 3 years. I got no retire-
ment, but my percentage counted when my Federal civil service re-
tirement came. So I did get something. I got 2 percent a year for
the time I was in the military.

Most Native Americans don’t get to that, and we also have the
compounded thing that most of them do not go back to careers.
They go back to unemployment, and they do have all the problems
that you know about it. But for them to have some connection to
some small retirement benefit at the end I think would be a very
good thing for us to have in our country.

Mr. MALDON. Senator, I'd like Commissioner Higgins also follow
up on that question, if you don’t mind, very quickly.

Senator HEINRICH. Chairman, I'm out of time. Would you be will-
ing to indulge?

Chairman McCAIN. Not a problem.

Senator HEINRICH. Thank you.

Mr. MALDON. Thank you, Mr. Chairman.

Senator HEINRICH. Commissioner Higgins?

Mr. HIGGINS. Thank you, Mr. Chairman.

Senator, tapping into the economic power of the United States
through the Thrift Savings Plan is, indeed, a really powerful finan-
cial incentive.

We looked at your point about examining what kind of growth
would be experienced when the individual arrived at retirement
age, say 67. The individual who had done no personal contributions
would still, if they leave at 8 years of service, would still have
$18,000 available to them in the their Thrift Savings Plan.

But if they contributed and received the full matching of 5 per-
cent of their base pay, they receive at age 67 over $90,000 in bene-
fits that would be available to them. So it is a pretty powerful
mechanism, and I think would serve any community, including Na-
tive American.

Chairman McCAIN. Senator Rounds?

Senator ROUNDS. Thank you, Mr. Chairman.

Gentlemen, I most, certainly, echo the message from the rest of
the committee up here when we talk about the work that you have
done. Senator Pressler and I have been on the campaign trail to-
gether for a couple of months in the last year and we have met
with a lot of members of the Native American tribes. They truly
are a warrior society and we respect what they have provided to
our country in terms of service to the Armed Forces.

My question to you today is that you are trying to put together
a system that while it is similar or at least you want similarities
for services being provided, you are trying to provide these services
and benefits to a whole lot of different groups. You have the folks
that are over the age of 65, those between 60 and 65, retirees who
have left with 20 years of service but not yet reached retirement
age. Then you are also looking at those individuals who are still
there within the military. Then you are looking at those who are
coming into the military.
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How do you transition this from what it is today? I got a letter
from a man who served over in Iraq, and he had 20 years in, came
back. He says, after sequestration, the message he gets is, my re-
tirement because I've done my 20 years but I'm not yet 60 is I get
my retirement, but instead of having an inflation factor, I get infla-
tion factor minus 1 percent.

The savings to us was $6 billion, but he says, in the middle of
sequestration, the first thing people do is come back to the service
men and women who have served to be the first to give back. Why
are we the first in line to get cut?

Now today, I think the challenge this commission has and the
challenge that this committee is going to have is to go back to a
lot of those same individuals and say, look, here is $12 billion that
is being reduced, or at least being reallocated. Are they doing it on
our backs? Those of us who came in and thought we had a deal,
knew what we had for retirement, knew what we had for health
care, what is it? How are we being taken care of? Is there a transi-
tion plan that says we get a chance to choose A or B?

If you could, please, I think the work you are doing here is im-
portant to do, but I think the challenge we are going to do have
is how do you convince these men that are serving or have served
that they have some options available? Is there a transition plan
that you have thought about for those individuals?

Mr. MALDON. Senator Rounds, thank you very much for the
question. We, indeed, spent quite a bit of time talking about that
very issue that you raised in your question. As we thought through
all the transition assistant kind of challenges that a servicemember
faces when they are transitioning out, we took all of that into con-
sideration.

I'm going to ask Commissioner Chris Carney to talk to the spe-
cifics of that.

Mr. CARNEY. Thank you, Mr. Chairman.

Once again, with my colleague right here to my right, the holistic
approach that we took to consider the retirement and to make sure
that we first of all did no harm, was one of the mandates given us
to. Senator Kerrey also mentioned something very important, and
that is that we don’t try and balance the bank on the backs of the
military. We tried to not do that.

So in terms of specifics, some of the programs, and we could talk
about this in further committees later on if you want to, but when
we talk about ramp programs, so we don’t transition automatically
into something that might cost a little more to a retiree or a serv-
icemember, that there would be build-ups over 15 years, for exam-
ple.

But one of the things that we thought was vitally important in
all the things we recommend is a good sense of financial literacy.
So if our recommendations are adopted, there would be a very ro-
bust financial literacy component for all the troops. That starts
when they are in boot camp or basic training, and at various points
in their career, so they can make good financial decisions going for-
ward.

What the Federal Government does often impacts them, and that
cannot always be accounted for. Promises have been made, and
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sometimes promises have been, I don’t want to say broken, but per-
haps bent a little bit.

But when you do the financial planning, when you enable the
servicemember to have the tools at their disposal to make good fi-
nancial decisions, the impact of the bending of the promise by the
government may be reduced somewhat.

So I have a son who is a lance corporal in the Marine Corps. He’s
making a little money now and came to me on his last leave and
said, “Dad, what do you know about Ford F-250s?” I said, “I don’t
know much, but I know you can’t afford one.” But a lot of kids
aren’t making those decisions. They are going ahead and buying
that expensive vehicle, so they don’t have the money necessary
later on.

We want to have a robust, as I said before, financial training sys-
tem so they understand the value of money, they understand the
value of money later in their careers. So when they hit the 12-year
mark and they are making that decision, do I want to stay in and
continue on, or do I want to go out, the money is there to make
a good financial decision for them.

So to try to reduce the impact of maybe a bent promise, we want
to empower the servicemember with the ability to make good finan-
cial decisions to kind of reduce some of that.

General CHIARELLI. I would only add also that the specific thing
you said, sir, about somebody who has served 20 and is retired, is
grandfathered in the current system. They will not be part of this
system.

Now, in the area of benefits that may fluctuate and change, that
might affect them. Co-pays, but that is done over a period of a 15-
year ramp, medical co-pays.

But that 20-year person is grandfathered in the current system,
and it would not change.

Senator ROUNDS. Thank you, Mr. Chairman. I would just say I
hope when we are all done with this, that the thought of bending
the promises is one that we try to get away from.

Mr. CARNEY. That was, certainly, our intent, Senator. Yes.

Senator KERREY. I think you should see the recommendations
too, Senator, as a continuation of what Congress has done for the
last 13 years.

Our goal is to improve the quality of paying benefits for our mili-
tary. That was the primary objective of the commission. We have
sent a group of holistic recommendations to you that we do think
accomplish that objective.

Mr. CARNEY. Senator, we really honest to God tried to keep the
faith.

Mr. MALDON. Senator, let me just say that I think, in summa-
rizing what my colleagues have said here is that, everything that
we did was totally done to protect the benefits, protect the interests
of the servicemembers. I wouldn’t want anyone to get the impres-
sion that we are implying that we were actually cutting benefits of
the servicemembers. It was quite the contrary. Even though we
yield savings as a result of the approach that we took in reforming
the structure of those programs, there was absolutely no interest
on our part to reduce the benefits of the servicemembers, in fact,



41

it was to support those and improve those benefits. I'd just like to
make that point.

Chairman McCAIN. Senator Kaine?

Senator KAINE. Thank you, Mr. Chairman.

Thanks to all of you for your service. This is an incredibly impor-
tant topic, a very difficult one, and maybe even a thankless one.

I have had a chance to begin to review the recommendations, and
I see a lot of real positives. I think some of the focus on matters
like financial literacy, the transition from veteran status to civilian
life in terms of employment training and assistance, these are very
far-reaching recommendations. Very much appreciate your work.

I am going to make an editorial comment that has nothing to do
with any of you. You all were asked to serve on this, and you said
yes, and you've done a good job.

I am not particularly a sensitive person. But when I walk in and
it is a panel, and we are supposed to talk about military compensa-
tion, and there is not one woman sitting here, it’s just like, wow.
I mean, really?

One of the first things that happened when I got in the Senate
was the order came down from then-Secretary Panetta to open up
combat billets to women, to work on that.

We have so many women serving in the armed services now, and
on these issues, military compensation, the role of military families
and their thought about these things are critical.

I have a youngster in the Marine Corps, too. As he’s talking to
his guys, they are often talking about what their own families are
saying to them about things commissaries, exchanges, retirement,
health care, salary.

So we send a signal, and you didn’t form the committee, in terms
of the membership. It was probably on us or the executive. But I
just have to say that it seems so obvious that if we are really trying
to have a military open to women

Senator KERREY. Strike “probably.” It was you and the executive.

Senator KAINE. Okay, yes. So then I'll make it as a point obvi-
ously not critical to any of you who said yes, but it is to us. I am
stunned about it. That is my editorial comment.

Mr. BUYER. Senator?

Senator KAINE. Yes?

Mr. BUYER. I would invite you to actually meet the women who
serve on the staff. They are sharp,, brilliant.

Senator KAINE. 'm 100 percent certain about that, but it is no
substitution for sitting at the—because we always have panels in
this committee that look just like this where the folks backing up
the panel members are the smart, talented, incredibly competent
women. I just want to see some women at the table. That’s my edi-
torial comment.

Senator KERREY. Raise it in the caucus, Senator.

Senator KAINE. Yes.

Let me ask about collaboration opportunities. I don’t think this
was gotten into in significant detail when I was gone, but what are
the collaboration opportunities we can harvest between the DOD
health system and the VA? Looking down the road, there have to
be some economies of scale on the cost side, but there also have to
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be improvements in quality of care at both ends of the spectrum,
if we do additional collaboration.

. Did?you get into that at all, or what thoughts would you have
or us?

Mr. MALDON. Senator Kaine, thank you for the question. We
spent a lot of time talk about the DOD-VA collaboration. It was
mentioned earlier by one of my colleagues as we talked about the
formulary issues, the benefit of having a uniform formulary. We
talked about shared services. We talked about a need to do better
standardization, have standardized policies. We have actually had
conversations with the Secretary of VA about that and we talked
to people at DOD about that.

I am going to ask Commissioner Buyer to talk a little bit about
some of the additional specifics here as to how we respond to the
challenge of that and what we did about it within our recommenda-
tions.

Commissioner Buyer?

Mr. BUYER. Thank you. Senator, earlier we talked about the real
empowerment of the Joint Executive Committee. It really lies to
the heart of ensuring that two departments of government work to-
gether seamlessly. So as that solder, sailor, airman, Marine transi-
tions from their active status into the VA, they really shouldn’t feel
it. As soon as they come over, they should feel that medical record
is there and that the doctor who has just taken other my care, that
there is true continuity of that care.

That Joint Executive Committee that has authority, it doesn’t
have the power to implement. So they can just create a lot of
paper. So we are recommending that you actually give the Joint
Executive Committee, not only do we create parity between the
DOD and VA who lead the committee but also give it the power
to actually implement, and implement what.

So the recommendations on blending the formularies with regard
to the antipsychotics, call it the mental health drugs,
antidepressants, pain medications, let them set classifications of
those drugs and how it should be blended. Extremely important,
and General Chiarelli spoke to that earlier.

The other would be on capital projects, whether it is building
military hospitals or a VA hospital in close proximity, or outpatient
or super-clinics, have some resource sharing. A lot of sharing initia-
tives that you find when you go around, there are a lot of local
agreements. It is based on personality-driven. But there are a lot
of things that work and are effective from those crucibles and that
the Joint Executive Committee can actually then centralize those
decisions rather than that being decentralized.

With regard to the medical information, that is the L.T. issue.
The Joint Executive Committee can really drive how the electronic
health record is developed through its evolutionary process between
the evolution of VistA and this new electronic health record that
is about to come out of DOD, and how we then communicate with
the civilian doctors who are providing the non-VA-based care to the
VA. Then if you adopt what we are recommending, this choice of
civilian plans, you have doctors out there that are providing that
care. That electronic record needs to ensure that it is interoperable
between your doctor back at home and that doctor from the MTF.
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But guess what? When they transition then over into the VA, you
want to make sure it is interoperable, too.

Senator KAINE. That is very helpful. I would say, on the collabo-
ration side, as I conclude, my sense is, with Secretary McDonald
at the VA, he is a guy who understands collaboration. So there is
a collaboration moment that is coinciding with the issuance of
these recommendations, and we ought do what we can to take ad-
vantages of it.

Mr. BUYER. When we met with the Secretary and the Deputy
Secretary, they had already met with us previously and they also
had initiated a policy paper. I haven’t had to chance to talk to Gen-
eral Chiarelli about it, but they are asking that doctors, that that
they default to the prescription that DOD doctor had written.

It is kind of nice to put it on paper. I would feel much more com-
fortable if it were something that the Joint Executive Committee
looked at and gave it the implementation authority to ensure that
if you had a prescription on Active Duty, a mental health drug,
when you go to DOD, to ensure that you are going to get that drug
is extremely important, because there are a lot of social ills that
occur if he falls backwards.

Senator KAINE. Right. Thank you.

Senator KERREY. Can I just add something? At the beginning,
Senator Kaine, the chairman invited us to speak our minds, which
was dangerous in my case.

I think this collaboration idea is not going to work. I don’t think
you are going to get where you want to go unless you start consid-
ering actually putting these two systems together. Because of the
readiness component, it has to be DOD who is going to be in charge
of it.

I think you have to go further. I would give this committee both
authorizing and appropriating authority so they can’t basically
rope-a-dope you. You have to have some pretty substantial change
in order to get what you want.

This is almost the 7-year anniversary of Dana Priest’s story
about Walter Reed. I remember Danny Inouye calling me up be-
cause both of us had been transferred out of a military system into
the VA system. What do we need to do?

So I spent a fair amount of time thinking about this. We have
a good recommendation in there, and you are going to improve col-
laboration. But unless and until you consider putting these two
systems together and changing Senate rules so this committee both
authorizes and appropriates, it seems to me, unless you at least
consider those two things, it is going to be very difficult to get the
kind of changes that you want.

Chairman McCAIN. Senator Tillis?

We have always agreed with that, by the way. [Laughter.]

Senator TiLLIS. I want to go back to a question or follow up on
a question that Senator Manchin asked about the perception and,
Senator Kerrey, I think you responded to it, the perception that we
are losing people because we are not competitive with the market,
say at year 10.

I think you made the comment that we are at or above market.
Did you to say that? Could you expand on that?
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Senator KERREY. Actually, I did say it, and I cannot expand on
it. It came from the analysis we did on the commission, that we
are at or above where we are in the private sector.

It was congressional action that did it. I think we need to main-
tain that status.

Senator TILLIS. So the perception that people are leaving at year
10 based on pay or benefits may not be right? There may be other
reasons they are leaving, lifestyle or other, but not pay and bene-
fits?

Senator KERREY. I would say that it is likely you can have indi-
vidual cases, particularly technical individuals. Earlier Dov was
talking about one of the problems we have is a lot of these new ci-
vilian companies forming up, and they will pay for a security clear-
ance. They are apt to bid up what the military is doing.

I think you will find exceptions to it. But I think in the aggre-
gate, you will see that the military pay is at or exceeds what is
available in the civilian world and the benefit package as well.

I'm for that. General Chiarelli talked about it earlier. I came into
this commission believing that it is likely we have a real problem
with pay and benefits. I don’t believe we do. That is not the prob-
lem.

That problem has a lot more to do with the retirement issues,
and there, as I said earlier, I think it would be grossly unfair to
address military retirement without taking on the big ones, which
are Social Security and Medicare.

Mr. MALDON. Senator Tillis, let me follow up, please, on that
question by having Commissioner Higgins talk, because we did
quite a bit of analysis and review around that. I want him to talk
specifically to what our modeling told us.

Mr. HiIGGINS. Thank you, Mr. Chairman.

Senator, I believe, in a general sense, retention today is probably
as good as the military has ever seen it. Having said that, there
are select skills that have always been historically very difficult to
maintain. Some of the stories that you hear often are, let’s say, nu-
clear-skilled individuals in the Navy are always difficult to retain,
because once they acquire those skills, there are very lucrative op-
portunities on the outside.

In recent years, during the war years, what emerged was the 10-
year departure of special operators. Those people obviously ac-
quired significant skills during their tenure in the military that
now have very high values placed on them in the private sector.

The military responded to that with a significant bonus that I
think turned the tide in that community. The Navy has always
struggled with additional bonuses and several of their high-demand
skills. But I think as a general rule, and this may rely mostly on
the economy and the unemployment rate, but as we have moved
through these last few years, retention has been quite good.

Senator TILLIS. One final question for the chairman, or as di-
rected by the chairman, the recommendations that you put forth,
how have they been embraced by the stakeholder community? I
have heard it said that we are providing for efficiency and value.
It sounds like there winners and not a lot of losers. Are there areas
out there that there are concern amongst some of the stakeholder
groups?
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Mr. MALDON. Mr. Chairman, I think at this point the feedback
we have gotten from the VSOs, the stakeholders of that like, they
are very receptive to what we have done at this point in time. It
would be premature to say they are 100 percent on board with this,
because they are still looking at the details of the report and our
recommendations themselves, and they have to do their analysis as
well.

I think DOD is doing the same kind of thing, although I think
the general feedback at this point from DOD and members of the
joint staff is that they totally understand the merits of our report,
what we are recommending, how those recommendations support
fiscal sustainability of the compensation programs, and the fact
that we have been able to achieve efficiencies by reforming the
structures of those programs without taking away any benefits, in
fact adding benefits in most cases for our servicemembers.

Senator TILLIS. Thank you, Mr. Chair.

Senator REED [presiding]. Senator Hirono?

Senator HIRONO. Thank you, Mr. Chairman.

I do want to commend Senator Kaine for his observation that it
is always good to have women at the table as well as on the com-
mittee.

I am looking at your retirement plan, and again, I thank all of
you for your service, and I'm looking at the retirement plan that
significantly increases the number of members who will receive
benefits. I think that is very commendable. The plan does require
contributions, basically mandatory 3 percent deductions from the
servicemember’s pay as well as depending on investment return.

Can you share with me what the current servicemembers think
about a basically mandatory 3 percent contribution to TSP, and
what concerns you have about volatility in the market that will
probably arise, and what assumptions did you make regarding
market volatility in coming up with your charts regarding retire-
ment benefits?

Mr. MALDON. Thank you, Senator, for the question.

Senator, on each of those counts that you just mentioned, we ac-
tually looked at those. The response to the first part of your ques-
tion, regarding what servicemembers think, I think we were in-
formed that servicemembers felt very strongly that this is an in-
creased benefit. This is kind of what they are wanting. This is what
they are looking for.

I think they told us through the survey responses that they real-
ly want choice. They want the flexibility of being involved in help-
ing design the kind of compensation package they prefer, and then
how they would receive pay. Those things are very important to
them and they mentioned that to us.

I am going to ask the Commissioner Zakheim to talk specifically
to the other part of that question and those benefits.

Mr. ZAKHEIM. Thank you, Mr. Chairman.

Senator, first of all, in the United States generally, 97 percent
of those who are put automatically into a plan stay in that plan.
That already gives you one indicator.

Another indicator is that right now 40 percent of the military are
voluntarily contributing to TSP. So 4 out of 10 without any kind
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of automaticity, without any kind of government matching, or any-
thing like that, are putting their money into TSP.

So if you take those two figures and put them together, you are
going to get an answer that tells you that they will all see the ben-
efit of this.

Frankly, you can always opt-out if you want.

Senator HIRONO. I understand. That part I think I am reassured
by your responses.

On the market?

Mr. ZAKHEIM. On the market, the volatility, what we assumed is
that the money would be invested in very, very conservative kinds
of funds. Obviously, again, in TSP, you can choose from a variety
of funds. But our assumptions were that there is one particular
fund that would essentially follow people’s lifestyle, so when you
are younger, you are probably willing to take more risk. As you get
older, you get more conservative.

Again, I think the record of TSP itself, and the fact that people,
that the civilians stay in, that the military voluntarily go in, tells
you that they trust the fund managers and, of course, are making
their own choices.

So I think we felt very comfortable with the recommendation, in
terms of market volatility.

Senator HIRONO. Thank you. That is reassuring.

I am looking at one of your other charts, chart nine, where preg-
nancy and childbirth and newborn care are the top two procedures
done in the MTFs. If we move into the private sector insurance
market, what kind of effects do you think will occur as a result of
that, in terms of cost and other impacts? These are huge numbers
for these two procedures.

Mr. MALDON. Senator, thank you for the question.

Commissioner Buyer, would you respond first to the question?

Mr. BUYER. I am going to do a tag team with General Chiarelli
in my response to this.

I think this chart when you look at it, it is surprising. It will be
surprising to a lot of people when they look at this. There is an as-
sumption that the medical providers at the MTF are providing pro-
cedures that really hone the skills that make those doctors and
nurses combat-ready. Then when you look at a chart like this, you
say, well, I suppose building the cohesion of the medical team, that
is an added plus. But with regard to the skill sets that are needed,
something is missing here.

What I am going to do is tag team with General Chiarelli here
because there are two pieces of this. As we move to a selection of
plans, we want the MTF to be part of the network, because the pro-
cedures that the MTF needs are not these procedures that you see
in the chart.

So the creation of the jointness and the essential medical capa-
bilities, I am going to pass it over to General Chiarelli, if I could.

General CHIARELLI. I think it is absolutely critical that you un-
derstand the concept of essential military capabilities. That is built
into what we are doing here.

Those are those things, simply stated, that transfer to the battle-
field. When you get the surgeons general in here and you show
them this chart, they will argue that, hey, we get a lot of great



47

training out of taking care of all of those childbearing issues and
childcare issues.

All we are saying is that probably you do, but if we could rear-
range your workload, we would give you more of the kinds of
things that you see in combat.

I think it is absolutely essential, as you talk to the different in-
terest groups there, as a retired person, I'm looking at how you are
going to provide care for me in my golden years. If you get stuck
on that, you will miss the essential piece of what we have to do
in the medical area, and that is care for our men and women when
they are sent into harm’s way, and ensure that we have people who
are trained to do that based on the kinds of wounds they are going
to get.

Senator HIRONO. Thank you, Mr. Chair.

Senator REED. Thank you.

Senator Lee?

Senator LEE. Thank you, Mr. Chairman.

Thanks to all of you who are appearing here today and who have
served on this commission to make recommendations that are so
important.

This is, of course, something that is going to have a profound im-
pact on the men and women who are currently serving or have pre-
viously served in our military.

I hope that all Americans, particularly those who are currently
serving or are veterans, can take the time to give these rec-
ommendations the thorough consideration they deserve. They can
become part of a debate, a debate that we need to have to help fig-
ure out how we can provide better for the needs of those who serve
us and have served us in the past, and simultaneously help us to
maintain the strength, the viability of our military.

I will ask this question to anyone who would like to answer it.
Did the commission find the current lack of a retirement program
similar to that recommended by the commission, that the absence
of a plan like that right now is having an impact on recruiting and
retention? In other words, currently, we don’t have a retirement
system in place in the military that provides any benefits for those
who serve for less than 20 years. Is that impacting recruiting?

Mr. MALDON. Senator Lee, thank you for the question.

When we looked, we took a very strategic approach to designing
the right kind of structure for the compensation programs that are
going to really support an All-Volunteer Force for the future. As we
designed the structure for the program, in terms of how we might
make a recommendation to modernize the current retirement sys-
tem, we wanted to make sure we knew exactly what was of interest
to the servicemembers that we would need to recruit and retain.

The recommendations that we provided, we are absolutely con-
vinced that they are the right set of recommendations here on hav-
ing a blended retirement plan, because it does two things. It actu-
ally supports the retention needs by the Services, and it also sup-
ports the recruiting challenges that the Services would have.

We believe that the recommendations that we made will abso-
lutely take care of the recruiting and retention needs, and it is very
important that they also support the current force profiles. The
Services were very interested in making sure that we provided
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them with the tools so they could make those adjustments to con-
tinue to meet the recruitment and retention needs for the Services
as we move into the future.

Senator LEE. So moving forward, if we were to adopt something
like this, you think it would help recruiting and retention?

Mr. MALDON. Absolutely.

Senator LEE. Let’s talk about the commission’s finding. Let me
quote this to make sure I get it right. The commission found, “The
current compensation system is fundamentally sound and does not
require sweeping overhaul.”

But it also recommends that servicemembers who need nutri-
tional assistance be transitioned into the Supplemental Nutrition
Assistance Program (SNAP), the program formerly known as food
stamps. So let me just ask the question, if servicemembers are in
need of SNAP benefits, and if the report is contemplating that
some or many of them will need SNAP benefits, that would, of
course, be in addition to their regular compensation. Does that un-
dermine your conclusion that their current compensation structure
is adequate?

Mr. MALDON. When we talk about the current compensation
structure, we are basically talking about the pay table itself. We
didn’t see a need to change the pay table, because the pay table
has supported the All-Volunteer Force for the last 42 years, and
specifically during the last 13 years of war.

But we also recognize that because there are constant changes
taking place here, a new generation, and also just the requirements
of the servicemembers themselves, with regard to the size of fami-
lies and that kind of thing, so there is an important purpose that
the SNAP program served.

We took a hard look at that, talked through that extensively. I
will ask Commissioner Carney if he would respond initially. Then
very quickly, Senator, I would like to ask Commissioner Higgins to
follow up as well.

Senator LEE. Okay. Mr. Chairman, if I could, I have one minor
follow-up question I want to add to that, if he is going to answer
that as well.

I also am curious to know how many people might be, if you were
to eliminate the Family Subsistence Supplemental Allowance
(FSSA), how many servicemembers might be enrolled in SNAP and
whether we have any kind of estimate as to what the increased
cost would be.

Mr. CARNEY. Senator, right now, the number of enrollees in
SNAP from the Department of Agriculture is somewhere between
2,000 and 22,000. That is their estimated range. That is the best
information we received.

On FSSA, I think there are 285 people altogether in the military
in FSSA. Now, FSSA is restrictive. It is harder to get. There is also
kind of a stigma attached with it as well. You have to go through
your chain of command to get it, so does that impact your career
somehow? So there are these kinds of things that make it probably
less attractive and probably less useful, certainly, for the conti-
nental United States and the near territories. Now for overseas, it
may still serve some useful purpose.
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But the SNAP program, notwithstanding the fact that it needs
to exist for some of our military, it is something that is easier to
get. It provides better nutritional value for the families that re-
quire it.

So either phasing out or reducing the FSSA program is not a bad
idea because SNAP fills in the gap very nicely.

Senator LEE. Okay.

Thank you, Mr. Chairman.

Senator REED. Senator McCaskill, please.

Senator McCASKILL. First, I want to note that your votes were
unanimous; is that correct?

Mr. MALDON. Yes. That’s correct, Senator.

Senator McCASKILL. That is quite an extraordinary thing for all
of us who sit on this side of the table. We don’t see much very
much that is unanimous, especially with the makeup of this par-
ticular commission. I am familiar and I have worked with many of
you, and I know it is bipartisan, and I know you come from dif-
ferent perspectives. I know you probably came to the commission
with different viewpoints at the beginning. The fact that you
worked this hard and came up with this proposal adopted unani-
mously is something that I hope, before we get off to the races try-
ing to politicize anything on this side of the table, that we pause
a moment and realize that you might have gotten this right. This
might exactly be what we need to be doing.

So I want to compliment you in that regard.

First of all, I think our country needs to save more, and our mili-
tary always sets the example for our country, in terms of the val-
ues and ethics embraced by our military. So I think the way this
plan embraces saving is terrific.

I think most Americans don’t know that if you are in the mili-
tary, that your TSP contributions are not matched currently, unlike
all other Federal employees who get a match. I think that is, obvi-
ously, a double standard that is inappropriate. So the fact that we
would move to a match for members of the military makes a great
deal of sense. I think this part of it is terrific.

Now, here is the tricky part. If we are going to reduce defined
benefits to 40 percent, and someone can retire with 20 at 38, so
they are 38 years old, they can’t access that TSP until they are
59%%. Then eventually, not too long after that, they would be look-
ing at Social Security in addition to that.

So during that period of time, assuming someone is retiring at
38 or 39 or 40 from the military with 20, was there any discussion
on the commission about making a special rule or special cir-
cumstances where someone could access TSP before they were
59157

Mr. MALDON. Senator, I'm going to ask Commissioner Zakheim.
These are the kind of questions that these former comptrollers
really love to have.

Senator MCCASKILL. I have missed him. We had great work,
when I first arrived in the Senate. So I am happy to hear from you.

Mr. ZAKHEIM. Thank you so much, Mr. Chairman and Senator.

Right now, as you well know, you retire at 20, and then you start
getting a monthly payment. So by definition, the 40 percent you
are speaking about, you are going to get.
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Now in addition to that, once you retire, you can get a lump sum
payment, if you choose to do so. Or you may say no, I don’t want
that, I want it later on.

So you have in fact given the individual much more choice than
he or she has today, because you can choose the lump-sum pay-
ment, and you will get that with a reduced payment until full So-
cial Security kicks in. Or you can say no, I'm staying with my 40
percent, my monthly payments. So you basically, now, are in much
more control of your financial situation.

One other point as well, and this was mentioned by my colleague
Commissioner Carney and others. We put a huge premium on fi-
nancial education. We actually spoke to some of the foreign mili-
taries to see how they do it as well.

Right now, you take an 18-year-old or a 19-year-old or 20-year-
old and you fire hose them for a few hours about financial manage-
ment, and it is in one ear and out the other. What we are pro-
posing to do is have regular sessions at key points in their careers,
key promotions, or something happens in your family life, you get
married, you have children, whatever. So they can learn the nu-
ances of financial management in a way that, when they hit the
20 or if they leave sooner, they can make an informed choice about
what they want to do with the money they are entitled to.

So to answer your question, it seems to me, at least, that you are
putting the person in uniform at a far greater advantage even with
the 40 percent versus the 40 percent, because of the lump sum, be-
cause of the financial education, than they currently have today.

Senator MCCASKILL. I know my time is almost up, and I thank
you for that.

I will have some questions for the record about whether or not
we should allow them to continue to make contributions matched
to TSP during the pendency of their retirement before they are eli-
gible to pull out with their payment, whether or not that costs out
in a way that would make sense to the commission. Some questions
about why not just going to FEHBP, instead of creating another
system. What are the advantages there? Are they substantive in
policy or are they political?

Finally, the one that I really would like to hear from you about,
and I want to recognize General Chiarelli for the trailblazing he
worked, especially in the suicide area. I am very familiar with how
hard you worked on that, both while you were active and after your
retirement.

But I'm a little worried about the most expensive recommenda-
tion you made, which is another command, standing up a three
star. We tried to work against quite so many flags. In fact, Gates,
as you all know, did away in 2011 with the joint forces command,
and I am trying to think how this new $300 million a year stand-
up adds to the expertise we have now, because we are still going
to have surgeons general in every branch.

I have to be convinced that we need another group at the Pen-
tagon. I have a great deal of affection for all of our generals and
what goes with them, but three stars are expensive, especially ev-
erything that goes with them. What are we really going to gain by
adding this new command at the Pentagon.
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I am over my time by 1:48, so I don’t know whether the chair-
man wants that to be answered now or whether you want to take
it for the record. But that is the only part of this that I start out
a little skeptical about.

Mr. MALDON. Senator McCaskill, thank you very much. Just very
quickly, I know we are out of time here, but I would like to take
the opportunity so that we can respond to that.

Let me just say real quickly, the readiness command that was
recommended, we really deliberated on that. We took a lot of time
and spent it on that. Every recommendation that we made in this
report was made with that in mind, the need for readiness. There
Wa% a readiness implication to every recommendation that we
made.

So when we proposed a readiness command, we did this in a con-
text of understanding that it is much bigger than a medical readi-
ness component that it has oversight for. They are much larger in
terms of a number of things that fall underneath readiness.

The medical readiness piece is only one component of that, and
we were basically wanting to make sure that, if we are going to en-
sure success of the medical readiness, we must have proper over-
sight. That means having the right kind of people, the right person
in charge with the right kind of ranking to be able to go to the
budget meetings, and to those decisionmaking venues and hold the
presence with the other Service Chiefs, and to be able to actually
have influence with the surgeons general of the Services.

I will ask Commissioner Chiarelli to speak to that more specifi-
cally, if you will.

General CHIARELLI. Senator, I will only tell you that it is abso-
lutely essential that in this whole process of changing the way we
deliver medical care that we keep our MTFs a viable training
ground for not only the doctors and physicians, but the entire med-
ical team, to include our corpsmen and our medics, so that they are
trained for the thing that civilian hospitals don’t do and that is go
to war.

There will be a tendency as we give the opportunity to get their
health care on the outside, there could be a tendency in future
budget periods to draw down on what is left in that MTF with our
eyes covered not realizing that we may have to deploy the people
in those MTFs far away to support those individuals who are in
combat.

To me, that is an absolute essential piece of this entire thing, to
ensure that we do not allow that to atrophy should we enter into
an extended period of time when those resources do not have to be
deployed.

Every single one of our recommendations, as I went through
them, and I understood where I sat before, without getting into
great detail, I will tell you every single one of our recommendations
impacts readiness in some way. Someone from a joint readiness
standpoint, remember, this is what is critical, we gain efficiencies
in jointness. Somebody from a joint readiness perspective has to
look at the entire readiness portfolio to include medical and ensure
that we maintain that.

I will end by saying I think the $300 million is a very conserv-
ative large number. We believe many of these resources exist cur-
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rently. When we took down Joint Forces Command, many of them
were transferred to other locations, many of them in the Pentagon,
and the resource, much of that, and we couldn’t totally put our
hands on it, will be pulled out and you will see a much smaller bill
than the $300 million that is cited in our report.

Senator REED. Thank you.

Senator Graham, please.

Senator GRAHAM. Thank you, all, for a lot of hard work, and I
think a very good product. To those who want to suggest alter-
natives, you are welcome. We will take any new good idea to make
this better. To those who think it is wrong, we will accept criticism.
But we will not accept demagoguery. We are not going to play that
game.

If you have a good idea, bring it. If you think they missed the
mark, we will certainly listen to you. But we are not going to play
the demagoguery game, because change is afoot, and it is nec-
essary.

Congress required you to do your job. Do you understand what
we were asking you to do? Were we trying to get you to fix a bro-
ken system? There is an old adage, if it’s not broken, don’t fix it.
Or were we trying to get you to make a system better? What was
your mandate, in your own mind?

Mr. MALDON. Senator Graham, thank you for that question. It is
our understanding that our mandate was to modernize, make rec-
ommendations for modernizing.

Senator GRAHAM. So it wasn’t your mandate from Congress to
just go save money?

Mr. MALDON. Absolutely not. That was not our understanding.

Senator GRAHAM. So it was you understanding that Congress
wanted you to look at a 70-year-old system and see if you could
make it better and more efficient, right?

Mr. MALDON. Correct, Senator.

Senator GRAHAM. On the combat medicine point, do you agree
that we have the best combat medicine any time in the history of
the modern military?

General CHIARELLI. After 13 years of war, we do. But I don’t be-
lieve we had it going into this. I think we got better and better.

Senator GRAHAM. We have it now?

General CHIARELLI. Yes, and we have to maintain it.

Senator GRAHAM. That’s right. Don’t lose it.

So if the core function of military health care is to make sure the
force is ready to fight, then we have to make sure we hang on to
that. That is what you are telling us, right?

General CHIARELLI. Exactly.

Senator GRAHAM. We learned from the Guard and Reserve when
the war first started that a lot of people didn’t have dental cov-
erage and 25 percent of Guard and Reserve were disqualified for
deployment because of dental problems. Is that true?

Mr. ZAKHEIM. That is true.

Senator GRAHAM. Congressman Buyer?

Mr. BUYER. Yes.

Senator GRAHAM. That is true, because your brother is a dentist.
We have overcome that, so we don’t want to go back to that system
of having a health care system that doesn’t make you ready to
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fight, having a health care system that can’t keep you in the fight
and save your life if you get injured.

I think Senator Kerrey probably knows more about that than
anybody.

So those are my guideposts. I don’t want to lose ground on the
major functions.

As to retirement, no one is suggesting that we are changing the
retirement system to 40 percent versus 50 percent for those on Ac-
tive Duty, are you? Everybody is grandfathered?

Mr. MALDON. That is correct, Senator.

Senator GRAHAM. I heard that conversation. If I just walked into
this room not knowing the context, I would think that a 40 percent
retirement change had been recommended by the committee for
those on Active Duty. That is not true.

This chart, who did your polling?

Mr. MALDON. That polling was done by True Choice. It has to do
with the survey that we conducted.

Senator GRAHAM. I can’t imagine too many things that I do
where 80 percent of the people prefer something new to something
they have. So you feel good about those numbers?

Mr. MALDON. Senator, we feel very good about that, unani-
mously.

Senator GRAHAM. Okay. What about the retired community? Do
you have data about how they feel about the proposed changes?

Mr. MALDON. Well, the feedback that we have gotten is that——

Senator GRAHAM. Can you poll retired military members and find
out?

Mr. MALDON. We polled retired as well as Active Duty and Re-
serve components.

Senator GRAHAM. So what were the numbers on the retired com-
munity?

Mr. MALDON. Senator, let me take that question for the record.

Senator GRAHAM. Fair enough. I want to see both ends of the
spectrum here.

[The information referred to follows:]

First, it is important to note that retirement pay of retired servicemembers is
grandfathered and therefore not affected by the Commission’s recommendations on
retirement pay.

In the fall of 2014, the Commission surveyed current and retired servicemembers
about their preferences for changes to military compensation, including retirement.
More than 100,000 retirees responded to the survey. The results, when weighted to
represent the overall retired population, show that retirees were evenly split be-
tween a preference for a new “blended” retirement plan (49 percent) compared to
the plan they have now (49 percent). Although the questions were developed and
asked before the Commission arrived at its recommendations and therefore did not
reflect the Commission’s exact final retirement recommendations, the questions did
ask about a blended retirement plan that included reducing the retirement annuity
multiplier from 2.5 to 2.0 and enhancing the Thrift Savings Plan with the Depart-
ment of Defense matching up to 5 percent of servicemember contributions. These
specific changes, along with others, were included in the Commission’s recommenda-
tions. It is worth noting that retirees under the age of 55 (53 percent) and those

who retired from the Reserve component (55 percent) expressed a somewhat greater
preference for the “blended” retirement option compared to what they have now.

Senator GRAHAM. It seems to me that the jury is in, that the peo-
ple on Active Duty like what you are proposing. If they had an op-
tion, they would take the new system.
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I think what we need to understand as members of this com-
mittee is where is the retired force. What do they think about the
proposed changes? Because the health care changes are not grand-
fathered, is that correct?

Mr. MALDON. That is correct, just retirement.

Senator GRAHAM. All right, so at the end of the day, your rec-
ommendations on health care are driven by the fact that we think
we can provide better choice, more efficient for the patient, more
efficient for DOD, and actually get more choice and better coverage.
Is that correct?

Mr. MALDON. That is correct.

Senator GRAHAM. If we do nothing in terms of health care costs,
it is exploding in terms of DOD’s overall budget, and somebody
needs to deal with it. Is that correct?

Mr. MALDON. In terms of fiscal sustainability, that is correct,
Senator.

Senator GRAHAM. Because you have a situation where you have
to deal with retiree health care at the expense of readiness to fight
the war of today and tomorrow, and that is a choice we don’t want
to make.

Mr. MALDON. That is correct.

Senator GRAHAM. Thank you all for your hard work.

Mr. MALDON. Thank you.

Senator REED. Senator Cotton?

Senator COTTON. Thank you all for your service, not just on this
commission, but many of you have served our country in other
ways.

I have questions about some of the retirement proposals, and
then if we have time at the end, about the commissary proposals.

Could we get chart three up maybe, as a way of providing an il-
lustrative point of discussions.

Chairman Maldon, I will direct questions to you, if you want to
farm them out that to subject matter experts, that is fine.

This shows, on the left, the current defined benefit system. Get
20 and get half-pay. On the right, you show your blended plan of
a defined benefit along with a TSP contribution and government
match, and then the continuation pay at 12 years.

Was there any consideration about trying to move to a pure de-
fined contribution system?

Mr. MALDON. Senator, we have a defined benefit system now,
and to move to a complete defined contribution system, we believe
would not give us all of the retention benefits of the traditional
military retirement. That is why we wanted to keep both systems
blended, because we can take care of both our retention needs as
well as the recruiting needs.

Senator COTTON. Okay. Does anyone else want to elaborate?

So I understand that trying to keep benefits roughly the same,
or, in this example, better is one goal. Giving services and per-
sonnel flexibility is another goal. Retaining the force and maintain-
ing the force is one goal. So the assessment of the commission is
the 20-year defined benefit plan is important to maintain that last
goal, retaining personnel for this full 20 years.

Mr. MALDON. Yes, Senator, that is correct.
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Senator COTTON. Any consideration of like a stairstep approach
to the continuation pay, rather than saying the one at 12 years, an-
other 4 years extension, maybe having two or even three periods
within a 20-year time horizon where you are encouraging people to
reenlist or officers to remain?

Mr. MALDON. Senator, the current program as it is today, the
compensation system, we have special pay, incentive pay. We have
those bonuses that servicemembers are being paid. So we have
those stepping stones that servicemembers have as a benefit
through those programs already.

This would be that retention piece that would take the service-
member now to a point of having 12 years plus a 4-year obligation
that would get him to that 16th year, which means they are close
enough to retirement that that is the retention will keep them
there.

Senator COTTON. So the thinking is that not many people leave
after 12, and very, very few leave after 16?

Mr. MALDON. That is correct.

Senator COTTON. Under this proposal, let’s say a hypothetical E—-
7 who has had 7 or 8 years down range, three or four deployments.
He would be leaving with his contributions to his defined contribu-
tion plans and the government match, is that right?

Mr. MALDON. If he elected to——

Senator COTTON. If he didn’t reenlist at 7 or 8 years.

Mr. MALDON. Yes.

Senator COTTON. There is probably data to illustrate this. Do we
have any problem retaining this kind of midcareer, senior NCO,
company grade officer, field grade officer, in the 6 to 9 year range?

General Chiarelli?

General CHIARELLI. It depends on the military occupational spe-
cialty. It is one thing to retain an infantryman who is willing to
hump a 60-pound ruck up the mountains of Afghanistan and keep
him in as a platoon sergeant to 24 as opposed to someone who is
trained with L.T. skills or is an airplane mechanic and can work
in other areas.

That is why it is absolutely essential the continuation pay be
flexible and the Services have the ability, based on the military oc-
cupational specialty, to apply differing amounts depending on the
military occupational specialty.

I will tell you, rather than stair step, I believe that our RAND
modeling showed this was the critical period.

The critical period, my guys used to tell me, is 8 years and 27
days. The model that was in place before was, if I could keep some-
one in under a defined contribution of 50 percent past that magical
{nark, I had a better than average opportunity to maintain them
onger.

But our modeling for this particular plan told us that that the
10- to 12-year mark is absolutely critical.

Senator COTTON. My time is almost expired, so my commissary
question will wait for another day.

Senator REED. Do you want to ask another question?

Senator COTTON. Sure. I'd be happy to.

So I have been stationed at bases, Fort Campbell stands out in
my mind, that had a nice commissary. But it had an even better
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Wal-Mart Supercenter right outside the gates. There are obviously
bases in America, especially bases around the world, where we
need an on-base commissary to provide the choices that our
servicemembers have become accustomed to. Was there any consid-
eration of assessing local sites around bases and forts, about
whether or not a commissary is needed on that location?

Mr. MALDON. Senator Cotton, we spent quite a bit of time talking
to servicemembers, family members, installation commanders
across the country on that. Polling told us the same thing. We had
people that were in different places on how they perceived the
value of the commissaries.

Overwhelming, though, people believed it was very important to
retention to have the commissaries there. There are people that
would tell us that they have these other shops. We talked to some
of the big shop warehouses, if you will. The stores, the Wal-Marts,
the others, about the benefits they would offer if they were to offer
a benefit.

Quite honestly, at the end of the day, no one was willing to stand
behind their comments that they made or had about providing sav-
ings to the servicemember.

Our intention here was to make sure we could protect the benefit
of the servicemembers, and servicemembers believe that this is a
big savings to them and that they also believe it was a retention
tool.

That is the way we went about moving forward with our rec-
ommendation on the commissaries.

Mr. ZAKHEIM. Could I just add to that, Mr. Chairman, Senator,
several of the big chains talked about issuing a card, and you prob-
ably heard that too, that they will issue some cards to the military.
When we ask their representatives point-blank, would you do it?
Never got a straight answer.

At the same time, we did hear—now, look, there are some people
who will order their food online. We know that. But by and large,
people want that. They want it because it is convenient, for a start.
It is near them. It is military. They understand it. It is responsive
to their needs.

So we looked at that and made our recommendations based on
the feedback. Again, different folks will have different require-
ments. But pretty much overwhelmingly, this is not something they
wanted to go away

General CHIARELLI. Proclivity to use the commissary is based on
a whole bunch of things, and one of them is the size of family. We
had the FSSA and SNAP issue before. There are arguments about
how much it saves. But if you even cut the high number, the 31
percent, in half, it is still a great savings to that E-7 with four kids
and a wife who made a decision to stay home and take care of the
kids, and to be an at-home mom. It is an unbelievable place for
them to save the kind of money they need as part of the benefit
we provided them.

Senator COTTON. Thank you all again for your service and this
important report. We look forward to working on it.

Having dealt with junior enlisted men who are new to the Army,
I can say the financial literacy proposals are very critical as well.
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Having been a Member of Congress and now a Senator, I say
maybe we should add that to our orientation as well.

Senator REED. Thank you very much, Senator.

On behalf of Chairman McCain, I would like to request unani-
mous consent to include written comments in the record from out-
side groups for up to 30 days after the conclusion of the hearing.
Any objection?

Hearing none, so ordered.

[The information referred to follows:]

See Appendixes D through O at the end of this hearing record.

Senator REED. Also on behalf of the chairman, I would like to
thank the witnesses for their excellent testimony, for their extraor-
dinary contribution to this critically important issue. Thank you all
very much.

The hearing is adjourned.

[Whereupon, at 11:56 a.m., the committee adjourned.]

[Questions for the record with answers supplied follow:]

QUESTIONS SUBMITTED BY SENATOR JOHN MCCAIN
HEALTHCARE

1. Senator McCAIN. Commissioners, in your discussions with various constitu-
encies—military and veterans’ service organizations, servicemembers and their fam-
ilies, and retirees and their families—what were their major concerns about the cur-
rent military health system and how do your recommendations address those con-
cerns?

Mr. MALDON. TRICARE beneficiaries expressed three major areas of concern
about the program: access, choice, and value.

Access:

e There are limited provider networks in TRICARE. For example, in Fay-
etteville, NC, 15 orthopedic doctors are in the TRICARE network compared
to 43-163 orthopedic doctors in other networks.

e Unavailability of appointments with the assigned primary care manager
leads to lack of continuity of care.

Value:

e Cumbersome referral and authorization processes lead to wait times as
long as 35 days for specialty care.

o Referrals for civilian care, with inadequate information on which civilian
providers actually accept TRICARE, lead to families giving up on TRICARE
and paying out of pocket to receive needed health care.

e The appeals process for medical necessity determination is frustrating
and long.

e The one-size-fits-all approach to care does not work.

e Beneficiaries are unable to access care that serves their individual needs.

The commission consistently received the following feedback from Reserve compo-
nent (RC) members:

e There is a lack of continuity of care transitioning to and from active duty
for the RC.

e There is a lack of continuity of care for families when the servicemember
is activated and if the family’s existing health care providers do not accept
TRICARE.

¢ RC members must continue to pay the employee’s share of the insurance
premium if they choose not to accept TRICARE coverage. In cases in which
employers stop paying the employer’s share of the premium, RC members
must fully fund the existing health insurance.

e When RC members are not supporting a contingency operation during ac-
tivation, TRICARE coverage ends abruptly upon demobilization, allowing
no time for RC members and families to find civilian insurance, which in
turn leads to a break in health coverage.
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Gaining access to medical care in the civilian sector through various commercial
insurance plans would be a simpler, quicker endeavor under TRICARE Choice.
TRICARE Choice would provide multiple health insurance options from which bene-
ficiaries would select the plan that best meets their current needs. This opportunity
for choice would preclude beneficiaries from having to purchase options that are not
necessary for meeting their individual needs, while at the same time providing them
the care that they do need in a timely manner, with the provider of their choice.

2. Senator McCAIN. Commissioners, you have recommended that military retirees’
healthcare costs increase over a 15-year period such that retirees ultimately would
pay about 20 percent of the overall costs of their healthcare. How did you determine
that was the right approach to get retirees to share more of the cost for their
healthcare?

Mr. MALDON. Currently, the retiree premium for TRICARE Prime is approxi-
mately 5 percent of the cost of the program. When TRICARE began in the early
1990s, the retiree premium for TRICARE Prime was approximately 27 percent of
the cost of the program. The premium was not indexed for inflation. The commission
wanted to increase access to high valued commercial insurance products, while pro-
viding recognition of service. For this reason, the ramp stopped at 20 percent and
did not continue to 27 percent.

3. Senator MCCAIN. Commissioners, in your view, how much money are retirees
willing to pay for better healthcare for themselves and their family members?

Mr. MALDON. Importantly, the commission’s recommendation was designed to ex-
plore the answers to this question and these are discussed below, but the most im-
portant point to make is that the commission’s recommendation was designed to
take into account a wide range of differences in retiree willingness to pay for better
healthcare. TRICARE Choice would provide a wide range of plans that vary along
many health care attributes (e.g., network size and access). These plans would have
different costs. There would be some lower-cost plans that offer a similar benefit to
TRICARE today (e.g., limited access and networks like the current TRICARE plan).
There would be other plans with much more expansive covered services, networks,
and access; these plans would cost more. Retirees would be able to choose among
such plans. A retiree with a low willingness to pay for better health care could
choose one of the lower-cost plans that more closely mirrors TRICARE today, and
a retiree with a higher willingness to pay could choose a much richer plan for a
higher cost. TRCIARE Choice would allow retirees to self-select the plan type they
prefer and empower retiree families to take control of their own health care experi-
ence-a consumer-driven model focused on value and choice.

As part of its analyses, however, the commission did explore this question in some
detail and developed some preliminary answers. There were three primary methods
used by the commission:

e Examining academic literature that estimates this willingness to pay.

e Surveying actual retirees to estimate their perceived value of choice and
better healthcare experience.

e Simulation modeling of the behavior of Federal civilians who are similar
to military retirees in age, income, and location.

The academic literature estimates how much workers who are not provided a
choice of plans would be willing to forfeit of their employer-provided health care
subsidies for the freedom to use the subsides to obtain their choice of plan from a
menu of plans.! This estimate, based on actual data from workers, was that the
workers were willing to forfeit 16 percent of their subsidy. The estimates from the
academic literature were consistent with the commission’s survey results and with
the cost share changes for retirees in the commission’s recommendation.

The commission directly measured the perceived valuation (very similar to will-
ingness to pay) of health care benefit attributes for Active Duty family members in
its survey. The survey did not directly measure perceived valuation of those at-
tributes for retirees, but did measure preference intensity for them. Figure 19 on
page 109 of the commission report provided these perceived valuations for Active
Duty family members. The values are in annual dollar amounts.

1Leemore, Dafny, Kate Ho, and Mauricio Varela, “Let Them have Choice: Gains from Shifting
Away from Employer-Sponsored Health Insurance and Toward an Individual Exchange,” Amer-
ican Economic Journal: Economic Policy, 5, no. 1, (2013): 33, 56.
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As discussed in the report, retirees’ perceived value of increasing choices among
health care providers, which was only one of the six health care attributes pre-
sented, was higher than the value of a 35 percent grocery discount at commissaries
or a 20 percent one-time cost-of-living adjustment.

The third method looked at by the commission was the actual behavior of Federal
civilians who were similar to retirees in age, income, and location. To support its
cost analysis of the recommendation, the commission examined the insurance plan
choices of Federal civilians and contracted with the Institute for Defense Analyses
(IDA) to develop a simulation model of retiree (and Active Duty family member)
health care plan choice. A detailed review of that model is provided in the IDA re-
port on the commission’s website (http://www.mcrme.gov/public/docs/report/IDA—
Paper-P-5213—Final—020215.pdf). That model predicted that most retirees would
take advantage of the choices provided to them and upgrade to a richer health care
plan rather than the low-cost plans similar to TRICARE today.

4. Senator McCAIN. Commissioners, what are your estimates of the annual
healthcare costs—premiums, co-pays, deductibles—for retirees and their families
under the proposed TRICARE Choice?
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Mr. MALDON. Health care costs for retirees and their families under TRICARE
Choice can be divided into two components. The first component would be what they
pay for coverage similar to what they have today under the existing TRICARE pro-
gram. To create a relevant comparison, cost should be compared for similar cov-
erage. In TRICARE Choice, retirees would have many options for health care plans
and could choose to purchase enhanced coverage (broader networks, better access,
and more covered services), rather than the existing TRICARE program. The second
component would be any additional cost retirees choose to pay to purchase coverage
that includes these enhancements. If retirees take advantage of the additional
choices made available to them by TRICARE Choice, it can be argued that they will
not experience a price increase, but rather a compensation increase because the re-
tirees receive the better coverage at a subsidized rate.

To evaluate these separate components of cost, the commission considered two
plans from the Federal Employees Health Benefit Plan (FEHBP) as examples of
what types of plans might be offered in TRICARE Choice. The first plan is the Gov-
ernment Employees Health Association (GEHA). Although not a perfect comparison,
this plan is considered most similar to the existing TRICARE program. GEHA in-
cludes larger networks than the existing TRICARE program in the markets exam-
ined by the commission and more covered services. But it is a lower-cost, PPO-style
plan and is the best comparison the commission could find for the existing
TRICARE program. The second plan is Blue Cross Blue Shield (BCBS) Standard.
This is one of the most robust and highest-cost plans in FEHBP and is used to illus-
trate the costs to retirees who exercise the opportunity to select better coverage
made available to them by TRICARE Choice.

The table below shows the costs to retirees for these options: existing TRICARE
program, TRICARE Choice with a plan similar to GEHA, and TRICARE Choice
with a plan similar to BCBS Standard. The first row of data illustrates the costs
retirees pay now under the existing TRICARE program. Retirees enrolled in
TRICARE prime paid a $548 (in 2014) premium. In addition, about 3 percent of re-
tirees sponsor the purchase of TRICARE Young Adult (TYA) for about $2,000 and
about 65 percent purchase the TRICARE Retiree Dental Program for about $1,500
per year. This means that the average retiree is pays approximately $1,544 per year
in premium costs for TRICARE. Adding in their copayments and deductible
amounts for health care provides an average annual cost of about $2,030 per retiree
household.

These costs would be largely unchanged in the first year of TRICARE Choice,
when the retirees’ premium cost share is 5 percent. These costs would increase,
however, by the time TRICARE Choice was fully implemented with a 20 percent
cost share (15 years after program initiation). In that year (using constant 2014 dol-
lars), the comparable health care plan (GEHA) would have a premium for retirees
of about $1,769 per year. No retirees would have to buy TYA and some retirees
would rely on the partial dental coverage provided in GEHA instead of purchasing
stand-alone full dental coverage, so the total premium amounts paid by the retiree
in GEHA would be about $2,267 per year. Adding in copayments and deductibles
provides an average annual cost of about $3,556 per retiree household.

The comparison to GEHA is the best available comparison with the existing
TRICARE program. There would be many retirees, however, who choose to purchase
better coverage that costs more. A retiree who chooses to purchase better coverage,
like BCBS Standard, would pay about $552 more per year ($3,556 to $4,108) for a
plan with a value of about $2,763 more than GEHA (because the government would
pay an 80 percent cost share at the end of the 15-year period, the government would
be paying the remaining $2,211 for the added value of health benefits. Thus, these
retirees are experiencing an increase in their compensation.
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Understanding Non-Medicare Eligible (NME) Retiree Costs
Family Plans
(FY145)

NME Retiree Health Care Average NME Retiree | Average NME Retiree

Premium Premium Payments* | Costs™™

TRICARE Today Current TRICARE
5548 $1,544 52,030

:_TRICARE Choice First Year (5% share of the total premium)
GEHA 5442 5941 $2,229
BCBS Standard 5580 $1,079 $2,367
TRICARE Choice Full Implementation (20% share of the total premium)
GEHA 151,769 52,267 53,556
BCBS Standard 52,321 52,820 $4,108

* Health, Dental, and child up to age 26
**Premiums plus out-of-pocket costs

5. Senator McCAIN. Commissioners, under your proposed TRICARE Choice plan,
Military Treatment Facilities (MTF) would be network providers to commercial
health plans. MTFs would bill commercial health plans for materials and services
provided, and those health plans would then reimburse MTFs. Today, MTFs have
limited capability to perform billing and collections functions. What additional infra-
structure and personnel would MTF's need to perform those functions? How much
woulc}) that cost the Department of Defense (DOD) and what is the return on invest-
ment?

Mr. MALDON. In the civilian sector, medical providers do not typically handle
medical billing or insurance. These functions are usually handled by administrative
or support services. There are companies that provide billing services to major
health systems in the United States today. The companies also provide training for
coding, billing procedures, collections, and related processes. The Military Health
System (MHS) could benefit from such a professional service. Alternatively, MHS
could expand its current third-party billing activities to handle the medical billing.
If this latter approach were taken, MHS would need to ensure that existing admin-
istrative personnel were trained to perform such duties and that efforts currently
underway to modernize MHS information technology (IT) would support this task.
In 2014, DOD awarded a contract to General Dynamics to build the Armed Forces
Billing and Collection Utilization Solution (ABACUS) to generate medical claims,
pharmacy claims, invoices, and governmental billing forms at 136 military medical
treatment facilities globally. ABACUS will replace legacy IT systems and automate,
consolidate, and centralize the Army, Navy, and Air Force’s separate health billing
and collection IT systems. Adequate time would be required to set in place coding,
billing, collections, and related systems, regardless of the system chosen, which is,
in part, why the commission’s proposed legislation includes a 2-year implementation
period before transitioning beneficiaries into the new system.

6. Senator MCCAIN. Commissioners, how do your recommendations improve bene-
ficiaries’ access to care, quality of care, and the experience of care?

Mr. MALDON. Currently, TRICARE Prime is the only option available at no or lim-
ited out-of-pocket cost; however, under TRICARE Choice and including the Basic Al-
lowance for Health Care (BAHC), most Active component families could choose from
numerous plans with no or limited out-of-pocket costs. Under an insurance model,
such as TRICARE Choice, the ease and timeliness of patients’ access to health care
would improve because beneficiaries would not be subject to DOD’s lengthy and
frustrating process for making appointments and obtaining referrals. By allowing
beneficiaries the opportunity to select from an array of health plans, they could
choose coverage that best fits their individual needs. Providing TRICARE Choice
and access to commercial insurance plans would give beneficiaries access to the
medical industry’s most recent innovations and procedures, and eliminate the
lengthy DOD contracting and appeals processes. RC members who are called to ac-
tive duty would receive BAHC, which would create options for helping address con-
cerns about cost and continuity of care that pertain to them and their families. One
option would be to use BAHC to purchase a plan with a provider network that in-
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cludes numerous providers, including the family members’ current provider. Another
option would be to use BAHC to pay for a member’s current civilian plan. With com-
mercial health insurance, beneficiaries who live away from major troop concentra-
tions would have more extensive provider networks in civilian health plans.

7. Senator MCCAIN. Commissioners, how do your recommendations incentivize
beneficiaries to seek the most cost-effective means of getting healthcare?

Mr. MALDON. TRICARE Choice would provide multiple health insurance plans
from which beneficiaries could select the plan that best meets their current needs.
This opportunity for choice would preclude beneficiaries from having to purchase op-
tions that are not necessary for meeting their individual needs. The recommenda-
tion also provides BAHC to be paid to servicemembers with dependents. The allow-
ance creates a situation in which families spend their own money (subsidized by
BAHC to be cost neutral) on health care, which provides a mechanism for more cost-
effective decisionmaking. For example, a family is less likely to seek care in an
emergency room for a minor injury or illness knowing the expense would be greater
than that associated with care provided by a primary care or urgent care provider.

The TRICARE system today is unable to effectively manage the rate at which
users consume health care because it has limited use of monetary and nonmonetary
incentives to influence beneficiaries’ behavior and promote better health outcomes.
One reason utilization is substantially greater in TRICARE than in the civilian sec-
tor is the relatively low out-of-pocket (OOP) expenses-copayments, deductibles, and
coinsurance-experienced by TRICARE beneficiaries compared to their civilian coun-
terparts. Although OOP costs are an important tool the health care sector uses to
manage consumption of services, they usually are used in conjunction with non-
monetary tools to achieve greater results. Nonprice methods lower utilization by,
among other things, reducing avoidable emergency room and urgent care visits, ad-
dressing health care needs before a hospital admission becomes necessary, short-
ening inpatient stays, and avoiding readmission. Nonprice techniques also can lead
to better health care outcomes through disease management, wellness, and better
coordination of care. These nonmonetary tools include strategies such as identifying
high-risk patients, managing complex cases, keeping chronic diseases under control,
and promoting wellness and preventative services. Under the proposed TRICARE-
Choice model, health care plans would use a range of both price and nonprice tech-
niques to affect beneficiary behavior and improve health care outcomes.

8. Senator MCCAIN. Commissioners, what safeguards have you included in your
recommendations to protect active-duty family members from experiencing higher
than usual out-of-pocket costs for healthcare?

Mr. MALDON. The commission modeled the actual amount of out-of-pocket health
care costs expended for current Active component (AC) family members. BAHC
would cover all health care expenses for the vast majority of AC families. Based on
the commission’s cost estimates, 85 percent of AC family members would have 100
percent of costs covered; 10 percent would have marginal cost increases; and 5 per-
cent would be eligible for additional assistance via the proposed catastrophic and
chronic health care program. For this program, the commission recommended set-
ting aside $50 million annually in a special fund to assist families with catastrophic
or chronic health care needs. Because of BAHC and the catastrophic and chronic
assistance program, the commission expects net health care costs should be less
Fnder TRICARE Choice than under the current TRICARE program for most bene-
iciaries.

COMMISSARIES

9. Senator MCCAIN. Commissioners, you recommend consolidating the Defense
Commissary Agency and the three exchange systems into a single Defense Resale
Activity (DeRA), and you recommend retaining the current branding of the three ex-
change systems with their separate directors. It appears DOD could save more
money through additional efficiencies with a single exchange system. Why do you
recommend retention of separate exchange systems? How much additional money
could be saved with a single exchange system under a DeRA?

Mr. MALDON. The commission’s proposal for implementing a consolidated resale
organization includes a recommendation to initially retain the current branding and
a director for each of the currently branded exchange systems. This recommendation
is meant to ease the transition and should not be interpreted as the recommended
end state. The intent is to eventually transition to a single organization with a sin-
gle leadership team, a single headquarters, a single information technology infra-
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structure, a single human resources system, a single logistics network, a single sup-
port staff, and so forth. Many of the savings estimated in the commission’s final re-
port are based on these consolidation efforts.

Although a Defense Resale Activity liaison position is recommended for each of
the Services, those positions do not have to be directors. A consolidation of branding
may eventually be pursued, but given that this is not expected to be a significant
driver of savings it was not identified as a key component of implementation. The
commission suggested that branding and organizational structure can be modified
over time by the Board of Directors (BOD).

10. Senator McCAIN. Commissioners, how would your recommendation impact the
total amount of funds that the exchange system annually provides for the Services’
Morale, Welfare, and Recreation programs?

Mr. MALDON. The commission’s proposal to consolidate commissaries and ex-
changes is expected to have no impact on the contributions to Morale, Welfare, and
Recreation (MWR) programs. The commission’s Final Report offers multiple ways
that the consolidated organization would increase profits through reduced operating
costs and increased sales. The Board of Directors (BOD) would determine and direct
the best use of those profits, making tradeoffs among the needs of the MWR pro-
grams, the benefits of reinvesting in the resale system, and the goal of slowly reduc-
ing the burden on taxpayers. It is expected that the BOD would ensure that the
MWR programs receive the same priority and resources that they do today.

11. Senator MCCAIN. Commissioners, how would your recommendation affect the
current savings percentages that patrons receive when shopping in defense com-
missaries?

Mr. MALDON. The commission’s recommendation is focused on preserving and im-
proving the benefits delivered to servicemembers and their families through com-
missaries and exchanges. At the core of this recommendation is a statutory guar-
antee that food would continue to be sold at cost (plus a 5 percent surcharge) in
commissaries. The commission strongly recommended that personal health items
continue to be sold at cost and be protected through policy. DOD would have the
authority to protect other categories of items through policy as well. The consoli-
dated organization would have the option of raising prices on other nonfood items
but would have to find a balance between generating profits and maintaining cus-
tomer loyalty and satisfaction. The prices for these other nonfood items would likely
be similar to the discounted, but slightly higher prices found in the exchanges.

12. Senator MCcCAIN. Commissioners, in your deliberations, did you consider com-
mercialization of the commissary and exchange systems? In your view, how much
money could be saved by out-sourcing the commissary and exchange systems to the
private sector?

Mr. MALDON. The commission considered commercialization of the commissaries
and met with multiple groups investigating this alternative but did not find this ap-
proach to be a promising way of saving money. Initial analysis indicates that com-
mercial grocers cannot afford to sell such a wide selection of groceries at prices simi-
lar to those currently offered in commissaries. The commission did not investigate
the option of commercializing commissaries and raising prices because doing so
would reduce the benefit to servicemembers. The option of subsidizing commercial
grocers was rejected for multiple reasons. Advocates of commercialization also ex-
pressed concern over the many restrictions currently placed on commissaries to min-
1mize competition with the exchanges.

The commission considered but did not investigate commercialization of ex-
changes. Initial analysis indicated that the opportunity for savings is greater
through the consolidation of commissaries and exchanges.

CHILD CARE

13. Senator McCAIN. What are the average wait-list times for child care on mili-
tary bases?

Mr. MALDON. Currently, wait times for military child care programs are not
tracked in a reliable way and are not routinely reported. This is why the commis-
sion recommended establishing mandatory, standardized monitoring and reporting
of child care wait times. In response to a commission data request, the Army indi-
cated that it is experiencing 6 to 9 month wait times for infants and 3- to 5-month
wait times for toddlers. The Navy estimated a 3- to 5-month average wait for in-
fants, but cautioned that the methods used to calculate and report this data were
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inconsistent and may affect its accuracy. The Air Force does not consistently cal-
culate or track wait times across its child care programs, but was able to provide
information for one of its largest overseas bases, indicating wait times up to 7
months for infants. Wait times were not received from the Marine Corps.

14. Senator McCAIN. What causes the child care shortage on military bases? Is
it due to a lack of skilled personnel available to work in child development centers
or a lack of physical space available in those centers? Are there any other limiting
factors that we should consider?

Mr. MALDON. The root causes of military child care shortages can vary signifi-
cantly from one location to another. Although Child Development Center (CDC)
staffing shortages was the most frequently cited cause, some locations are more sub-
stantially affected by shortages in available and properly configured facilities, short-
ages in available and qualified community-based and home-based providers, or
shortages in funding to pay community- and home-based providers.

Based on the limited data available, shortages are consistently more acute for in-
fant and toddler care. As documented in the commission’s Final Report, this par-
ticular cause for shortage can be the result of financial considerations. The cost of
providing services for these younger children is higher and the fees collected from
these typically younger parents tend to be lower based on their lower household in-
come. Because military child care fees do not vary with the age of the child as they
typically do in private sector child care, the fees paid for older children often sub-
sidize the care for younger children. As a result, the mix of ages that are provided
care in military programs may be intentionally favorable for older children, even
when the demand is highest for infant and toddler care.

Even though DOD salaries for child care staff are generally competitive, in some
areas, finding interested and qualified candidates can still be difficult. In recent
years, staffing shortages have often been related to the lengthy process associated
with conducting background investigations and making hiring decisions based on
the results of those investigations. Forthcoming updates to the policy on background
checks for individuals in DOD child care services programs should shorten this proc-
ess.

In areas where facilities are needed, military construction (MILCON) funding may
be required to build new facilities, expand existing facilities, or reconfigure leased
facilities. These funds are limited and require a lengthy approval process. The com-
mission’s recommendation to reestablish the authority to use operating funds for
minor construction projects at child development facilities should improve respon-
siveness when facilities are needed.

QUESTIONS SUBMITTED BY SENATOR KELLY AYOTTE
COMPENSATION AND RETIREMENT

15. Senator AYOTTE. Commissioners, consistent with section 674 of the National
Defense Authorization Act for Fiscal Year 2013, Congress clearly established prin-
ciples that should govern the commission’s recommendations. One of those prin-
ciples that Congress explicitly identified was the idea of grandfathering those cur-
rently serving or already retired. Do the commission’s recommendations with re-
spect to retirement pay completely comply with this governing principle set forth by
Congress that for those currently serving or retired the “retired pay may not be less
than they would have received under the current military compensation and retire-
ment system?”

Mr. MALDON. Yes, retired pay would be completely grandfathered for service-
members currently serving or retired. Also, consistent with the congressional prin-
ciples set forth in the National Defense Authorization Act for Fiscal Year 2013,
servicemembers and retirees would have the choice to opt in to the recommended
blended retirement system. For those who choose not to opt in, their retired pay re-
mains unchanged, and therefore would not be less than they would have received
under the current compensation and retirement system.

16. Senator AYOTTE. Commissioners, is it correct that the commission proposes in-
creasing the cost share for medical costs 1 percent each year for 15 years so that
the cost share grows from 5 percent to 20 percent?

Mr. MALDON. Yes, the commission did propose a gradual increase in cost shares
for retirees not yet eligible for Medicare. Currently, the premium for TRICARE
Prime for non-Medicare-eligible retirees is approximately 5 percent of the cost of the
program. When the TRICARE program went into effect in 1996, the cost share for
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retirees younger than 65 was 27 percent of total health care costs. The premium
was not indexed for inflation. The commission wanted to increase access to high-
valued commercial insurance products, while providing recognition of service. For
this reason, the ramp stopped at 20 percent and did not continue to 27 percent.

17. Senator AYOTTE. Commissioners, under the commission’s proposal, would that
significant cost share growth impact those currently retired, as well as those cur-
rently serving when they retire?

Mr. MALDON. The change in cost-share percentage would take place in successive
years after the recommendation is implemented. Anyone who was retired at that
time or who retired before the 20 percent threshold is reached would experience a
1 percent increase in cost share per year. Even at the end of the designated 15-year
implementation period, the cost share would be a smaller percentage than the 27
percent cost share that retirees paid when TRICARE was first created and substan-
tially less than retired government civilians pay.

RECRUITMENT AND RETENTION

18. Senator AYOTTE. Commissioners, did your model consider the impact retire-
ment and health care proposals in an individual or in an aggregate manner—in
terms of their impact on recruitment and retention?

Mr. MALDON. Recruitment and retention were considered both individually and in
aggregate. For example, the retention modeling conducted by RAND showed the rec-
ommended blended retirement system would maintain the Services’ current force
profiles. The commission’s survey showed that servicemembers strongly prefer bet-
ter choice and access in health care plans. The recommended TRICARE Choice
health care plan would therefore be expected to improve recruitment and retention.

These individual effects were then aggregated to ensure the holistic package of
reforms would maintain recruiting, retention, and the All-Volunteer Force. For ex-
ample, the Post-9/11 GI Bill and retirement recommendations work collectively to
provide midcareer retention incentives that would help meet retention goals as fol-
lows:

e Providing Post-9/11 GI Bill transferability at 10 years of service (YOS),
with 2 additional YOS, would enable the Services to increase retention to
the critical 12-year point in a military career.

e Awarding continuation pay at 12 YOS, with an additional commitment of
4 YOS, would bring servicemembers to the 16-year point, at which the draw
of the defined benefit (DB) encourages retention.

e Maintaining the majority of the DB retirement plan, would encourage
servicemembers to stay 20 years or more.

e Maintaining flexibility in special and incentive pays, including continu-
ation pay, would provide additional opportunities for retention incentives in
cases where those listed above are not sufficient to retain key personnel.

SERVICE BEYOND 20 YEARS

19. Senator AYOTTE. Commissioners, under your proposal, does the Thrift Savings
Plan (TSP) government match end at 20 YOS?

Mr. MALDON. The commission recommended matching contributions end at 20
YOS because retention modeling shows the Services’ current force profiles would be
sustained after 20 YOS without TSP matching. The commission testified to Con-
gress, however, that matching after 20 YOS is an issue Congress should explore to
ensure the recommended retirement plan maintains lifetime earnings of
servicemembers.

20. Senator AYOTTE. Commissioners, under the commission’s proposal, is it correct
to say that the defined benefit for retirement at 20 years would decline from 50 per-
cent of base pay to 40 percent of base pay?

Mr. MALDON. Although the recommended blended retirement system would main-
tain the majority of the current defined benefit, retired pay would decline from 50
percent to 40 percent of basic pay for servicemembers who retire with 20 YOS.
These servicemembers would also have government-sponsored TSP assets and
would receive a new continuation pay at 12 YOS. Using conservative estimates, this
combination of blended retirement system benefits is projected to generate greater
lifetime earnings for servicemembers who retire with 20 YOS.
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21. Senator AYOTTE. Commissioners, if a servicemember served for 30 years,
would the reduction of the defined benefit decline from 75 percent to 60 percent?

Mr. MALDON. Although the defined benefit for a servicemember who retires with
30 YOS would decline from 75 percent to 60 percent of basic pay, servicemembers
wouldYegsso receive government-sponsored TSP assets and a new continuation pay
at 12 .

22. Senator AYOTTE. Commissioners, when we look at these two proposals to-
gether—ending the TSP match at 20 years and reducing the defined benefit so sig-
nificantly for those who serve 30 years—wouldn’t that create a reinforcing disincen-
tive discouraging service beyond 20 years?

Mr. MALDON. Retention modeling shows that the Services’ current force profiles
would be maintained after 20 YOS without TSP matching after 20 YOS. It is for
this reason the commission did not recommend matching after 20 YOS.

Matching after 20 YOS would increase retention after 20 YOS, but would also ap-
proximately maintain lifetime earnings for servicemembers who retire with 30 YOS
relative to their lifetime earnings under the current retirement system. For this rea-
son, the commission testified to Congress that matching after 20 YOS is an issue
Congress should explore to ensure the recommended retirement plan maintains life-
time earnings of servicemembers.

QUESTIONS SUBMITTED BY SENATOR DAN SULLIVAN
GENERAL

23. Senator SULLIVAN. Commissioners, there is a quantitative difference between
the service of our military members and other Federal employees; benefits and
healthcare should reflect this disparity. Assuming Congress implements new
changes like the recommendations the commission is suggesting, does the issue of
grandfathering play a role?

Mr. MALDON. Under the commission’s recommendation, retired pay is grand-
fathered for currently serving servicemembers and retirees. Benefits from the Mont-
gomery GI Bill and REAP are also grandfathered. Several of the commission’s rec-
ommendations improve or maintain current benefits (e.g., Commissary savings, fi-
nancial literacy training, and child care availability) or provide new options without
changes to the current benefit (e.g., Survivor Benefit Plan). For these recommenda-
tions, grandfathering would not be necessary. Although it is not feasible to grand-
father the current TRICARE program under the commission’s recommendation,
TRICARE Choice is designed to be separate from the Federal Employee Health Ben-
efit Plan precisely because of the qualitative differences between servicemembers
and other Federal employees.

24. Senator SULLIVAN. Commissioners, if so, how do you plan to implement these
changes to programs and services currently and previously used by servicemembers
while applying new standards?

Mr. MALDON. Retired pay is grandfathered for currently serving and retired
servicemembers by the commission’s recommendation. For grandfathered
servicemembers, their retied pay would continue to be calculated by the Defense Fi-
nance and Accounting Service (DFAS) consistent with the current retirement sys-
tem. For servicemembers who are under the proposed retirement system, DFAS
would simply calculate retired pay using a different retired pay multiplier. In both
cases, DFAS would use existing processes to disburse retired pay to servicemembers.

The commission’s recommendations also grandfather benefits under the Mont-
gomery GI Bill and the Reserve Education Assistance Program (REAP) for service-
members currently enrolled in those programs. The commission’s recommendations
stop new enrollments in those programs in favor of the Post-9/11 GI Bill.

EDUCATION

25. Senator SULLIVAN. Commissioners, one of the best things the military does for
its servicemembers and veterans is provide educational assistance and training in
the form of the G.I. Bill. I have seen firsthand how the benefits of this program have
changed the lives of the marines in my command, as well as their dependents. What
impacts—if any—would alterations to the existing program have on those that are
currently benefiting as well as those troops that hope to utilize it in the future?

Mr. MALDON. The commission shares the belief that education benefits are very
valuable to our servicemembers, with the potential to substantially change their
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lives. Based on this appreciation for the value of the education benefits, multiple
recommendations were made. Sunsetting the Montgomery GI Bill (MGIB) and the
REAP shifts servicemembers to the Post-9/11 GI Bill, which is generally more gen-
erous and supportive of their academic goals. Those currently using MGIB and
REAP benefits would be grandfathered and the rules concerning reimbursement of
MGIB fees would not change.

For the Post-9/11 GI Bill, the recommendations to require 10 YOS before being
eligible for transfer and the recommendation to sunset the living stipend for depend-
ents using transferred benefits are both intended to increase the use of the Post-
9/11 GI Bill for the education of servicemembers, which was the original and pri-
mary intent of this benefit. A secondary effect of these changes is that they slow
the rapidly growing cost of transferred benefits, which threatens the fiscal sustain-
ability of the benefit for all.

The recommendations related to data collection and reporting are all designed to
inform those who set education policy, manage these programs, and evaluate their
effectiveness. The expected effect for servicemembers and their families is a gradual
improvement of these benefits.

QUESTIONS SUBMITTED BY SENATOR MIKE LEE
IMPLEMENTATION COSTS

26. Senator LEE. Commissioners, the commission report states that the rec-
ommendations, if implemented, would reduce Federal outlays by $11 billion over the
next 5 fiscal years and by $12.6 billion annually by fiscal year 2053. Can you talk
about the assumptions that were made in developing these estimates, and what fac-
tors, such as increased life expectancy, higher than assumed costs of healthcare, or
smaller than assumed economic growth could impact those savings estimates?

Mr. MALDON. The commission estimates its modernization recommendations, if
enacted, would substantially reduce DOD budgetary costs and Federal spending
over time. All Commission estimates of savings and cost-avoidance are expressed in
fiscal year 2016 constant dollars, and therefore account for expected inflation. These
estimates have been calculated using an appropriate set of assumptions, specific to
each recommendation. For a complete list of assumption related to each individual
recommendation, please refer to Appendix D, “Cost Data,” (p. 255) of the commis-
sion’s Final Report.

All budget estimates, including those made by the commission, can be affected by
changes in economic conditions. Many factors, including shifts in economic perform-
ance and political decisions may affect the realization of earlier estimates. The com-
mission’s approach to developing estimates, however, has been fact based, rooted in
commonly accepted financial theory and modeling, and informed by relevant histor-
ical data and trends. This approach serves to maximize the utility of commission
estimates as a key element in the careful consideration of the commission’s rec-
ommendations.

27. Senator LEE. Commissioners, is it the commission’s assessment that all of
these recommendations could be implemented immediately with minimal negative
impact on the Armed Forces, or do you believe some of the reforms could be either
phased in or introduced through pilot programs in order to assess impact and utility
for servicemembers?

Mr. MALDON. The commission’s recommendations include multiyear implementa-
tion timelines to ensure the necessary preparations are completed before implemen-
tation of the new programs. Importantly, these implementation steps include finan-
cial literacy training for servicemembers prior to implementation.

28. Senator LEE. Commissioners, in your cost analysis, does the commission take
into consideration the overhead costs of implementing these recommendations, such
as the cost of introducing and managing Thrift Savings Plans across the force or
creating and managing new a healthcare insurance system for all military families
and retirees? How much time would it take to implement such recommendations?

Mr. MALDON. The commission’s cost estimates include estimates of implementa-
tion costs for each of the recommendations. Cost estimates also include administra-
tive costs such as managing the new health insurance system, which would actually
be a savings relative to the cost of administering the current TRICARE program.

The commission’s recommendations include multiyear implementation timelines
to ensure the necessary preparations are completed before implementation of the
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new programs. It is important to note, these implementation steps include financial
literacy training for servicemembers prior to implementation.

29. Senator LEE. Commissioners, in Recommendation 6, the commission rec-
ommends that non-Medicare eligible retirees have access to the same military
health benefit program as military families at a cost that gradually increase over
time. If this recommendation were enacted, would these retirees be paying more for
health benefits than they are under the current system?

Mr. MALDON. In the first year of TRICARE Choice implementation, when the pre-
mium cost share is set at 5 percent, the range of premiums available to working
age retirees would be similar to the cost of TRICARE Prime today and total costs
of health care to retirees would be similar to what they are today. Fifteen years
after implementation, when the premium cost share for working age retirees grows
to 20 percent after a 1 percent per year increase, the premiums would be higher
than TRICARE Prime is today and the total costs of health care to retirees would
be higher. The commission’s best estimate of the average cost to a retiree user of
TRICARE today is about $2,000. This includes the premium for TRICARE Prime,
the average costs of extra programs like TRICARE Young Adult and TRICARE Re-
tiree Dental Program, and their out-of-pocket costs for co-pays and deductibles.
Under TRICARE Choice when the premium cost share has risen to 20 percent, the
total average cost is estimated at $3,600.

30. Senator LEE. Commissioners, the modeling used in Recommendation 1 indi-
cated that the new retirement system proposed would maintain the Services’ cur-
rent force profiles. Can you explain in more depth how the modeling for this par-
ticular recommendation worked, and if “current force profiles” refers to both a quan-
titative and qualitative assessment of the current force?

Mr. MALDON. RAND’s Dynamic Retention Model (DRM) can analyze structural
changes in military compensation. In the commission’s case the DRM was used to
analyze proposed changes to the retirement system. Recent applications of the DRM
include analyses for the 9th, 10th, and 11th Quadrennial Reviews of Military Com-
pensation (QRMCs), as well as analysis in support of the recent DOD review of mili-
tary compensation reform. The model’s capability has steadily increased. For exam-
ple, new, faster estimation and simulation programs have been written; costing has
been refined; and the model can now show retention and cost effects in both the
steady state and the year-by-year transition to the steady state.

The model is based on a mathematical model of individual decision-making over
the life cycle in a world with uncertainty and in which servicemembers have hetero-
geneous preferences (tastes) for active and for Reserve service. The parameters of
this model are empirically estimated with data on military careers drawn from ad-
ministrative data files. The model begins with service in the active Component (AC),
and individuals make a stay/leave decision in each year. Those who leave the AC
take a civilian job and, at the same time, choose whether to participate in the Re-
serve component (RC). The decision of whether to participate in the RC is made in
each year, and the individual can move in to or out of the RC from year to year.
More specifically, a reservist can choose to remain in the RC or to leave it to be
a civilian, and a civilian can choose to enter the RC or remain a civilian.

The quantitative and qualitative effects of a reform are both important. The com-
mission focused on the quantitative aspects of maintaining the baseline force profile,
judged in terms of the overall force strength and experience mix (the number of per-
sonnel by year of service). In the course of analyses, the model confirmed the retire-
ment recommendation can maintain the baseline force profile.

With respect to maintaining the quality of the force, the commission thought
about the accession of personnel who are judged to be high quality based on infor-
mation available at the time of accession, and the retention of personnel who are
revealed to be high quality through their performance in the military. Under the
retirement recommendation there would be little if any change in accession require-
ments for enlisted and officers. Further, an important aspect of a compensation sys-
tem is the incentives it provides for individuals to exert effort and to reveal their
ability, and for harder working, more able individuals to remain in the force. The
retirement recommendation, along with the continuation of the current promotion
system (including criteria for promotion as well as time-in-grade constraints), main-
tains these incentives. Because both the accession requirements and the incentives
for effort and ability are essentially the same under the recommendation as at base-
line, the commission foresees a continuation of the baseline recruiting and
resourcing policy, which is adaptive to the economic environment and the personnel
needs of DOD, to be sufficient to sustain the quality of personnel entering the mili-
tary, and the quality of the retained force to be sustained.
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31. Senator LEE. Commissioners, Recommendation 13 advocates for eliminating
the Family Subsistence Supplemental Allowance (FSSA) domestically and replacing
that assistance with the Department of Agriculture’s Supplemental Nutrition Assist-
ant Program (SNAP). The report states that only 285 servicemembers in fiscal year
2013 used FSSA assistance, in large part because SNAP creates fewer social stig-
mas for recipient families. Did the commission estimate how many servicemembers,
in addition to those already on FSSA, would start using SNAP if FSSA was elimi-
nated domestically? What cost increase would be incurred by the Department of Ag-
riculture?

Mr. MALDON. The commission found no reason to predict that the number of
servicemembers who would start using SNAP if FSSA were eliminated domestically
would be substantially larger than those who are already receiving FSSA benefits.
No evidence was found to suggest that other servicemembers, who are not currently
receiving FSSA benefits, would apply for SNAP as a result of this change. Note that
only 75 percent of the 285 servicemembers receiving FSSA benefits in 2013 were
stationed in the United States. Based on this percentage, we project Department of
Agriculture would incur a cost increase of approximately $1 million as a result of
this recommendation.

QUESTIONS SUBMITTED BY SENATOR JEANNE SHAHEEN
PREPARATION OF THE RECOMMENDATIONS

32. Senator SHAHEEN. Commissioners, how confident is the commission that a ma-
jority of our men and women who are serving and have served support the commis-
sion’s recommended reforms?

Mr. MALDON. The commission recommendations were very much informed by dis-
cussions with many servicemembers, family members, and retirees. The commission
and staff visited 55 military installations, conducted 8 public hearings, 8 town hall
meetings, and many sensing sessions. Through these discussions, the commission
heard from the Force very clear preferences for additional choice, access, and flexi-
bility in compensation programs.

These preferences were reinforced by the commission’s survey, in which more
than 150,000 servicemembers and retirees indicated their preferences for various
features and levels of compensation programs. The sources showed that service-
members, particularly those lower in rank, prefer TSP matching and auto-
enrollment, as well as greater access and choice in health benefit. Servicemembers
also expressed preference for a wider network of civilian health care providers, cou-
pled with maintaining access to health care in MTFs.

The commission’s recommendations deliver additional choice, access, and value to
servicemembers. The retirement recommendation extends benefits from 17 percent
to 75 percent of the force, while protecting lifetime earnings of servicemembers who
retire with 20 YOS. The health benefit recommendation, TRICARE Choice, provides
much more choice of, and access to, health care at lower costs to the majority of
Active Duty servicemembers’ families. TRICARE Choice also would provide a sub-
stantially better health benefit to Reserve component members, which would, in
turn, improve medical readiness. Several of the other recommendations improve or
sustain benefits for servicemembers, such as enhanced financial literacy training,
greater support for exceptional family members, and maintained grocery discounts
at DOD commissaries.

COST SAVINGS

33. Senator SHAHEEN. Commissioners, the commission’s report details substantial
anticipated cost savings after full implementation. How long does the commission
assess it would take to realize full savings for the more significant recommendations
and how substantial does the commission expect the upfront transition costs to be?

Mr. MALDON. Savings estimates for the more significant recommendations are
provided below. Upfront transition costs are included in each table as “implementa-
tion costs.”

Retirement:

The commission estimates that its retirement recommendation would reduce DOD
budgetary costs by $6.1 billion during fiscal year 2016—fiscal year 2020 and result
in annual steady-state savings of $1.9 billion by fiscal year 2046. Federal outlays
would increase by $7.2 billion during fiscal year 2016—fiscal year 2020, but decrease
by $4.7 billion annually starting in fiscal year 2053. In this estimate, DOD budg-
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etary reductions are the net result of decreases in DOD’s normal cost payments
(NCPs) into the Military Retirement Fund (MRF), increases in automatic and
matching contributions for the servicemembers’ Thrift Savings Plan (T'SP) accounts,
increases in Continuation Pay (CP) for midcareer retention bonuses, and minor
funding effects from associated changes in the disability retirement system. Reduc-
tions in Government outlays are the net result of changes in payments from the
MREF to retired servicemembers for defined benefit (DB) annuities and increases in
TSP contributions and CP. Outlays are higher in the near years because Govern-
ment contributions to servicemembers’ TSP accounts begin immediately upon imple-
mentation of the blended retirement system, yet reductions in DB payments are re-
alized over time as servicemembers retire under the blended retirement system.

$ Millions 2016 2017 2018 2019 2020 2053 2054 2055
implementation 154 - - - - - - -
DoD Budget (990)]{1,185)] (1,238)] (1,297}] {1,357)] (1,894) (1,894)| (1,8%4)
Federal Outlays 522 | 1,564 | 1,645} 1,719 | 1,792 ] (4,666)| (4,666)| (4,666}
Federal Outlays (Then-Year $) 522 | 1,579 | 1,684} 1,791 | 1,934 }(14,853)|(15,346)| {15,855)

Health Benefit:

The commission estimates that its health benefit recommendation would reduce
DOD budgetary costs by $26.5 billion during fiscal year 2016-fiscal year 2020 and
result in annual steady-state savings of $6.7 billion by fiscal year 2033. Federal out-
lays would decrease by $3.9 billion during fiscal year 2016—fiscal year 2020 and $3.2
billion annually starting in fiscal year 2033. In this estimate, these reductions are
the net result of decreases in costs for providing the health care benefits, decreased
cost shares for some beneficiaries, and increased cost shares for other beneficiaries.
The decline in DOD budgetary costs also results from accrual funding non-Medicare-
eligible retiree health benefit costs. In developing this estimate, the commission
worked closely with the Office of Personnel Management (OPM); procured the serv-
ices of the IDA to conduct health benefit pricing analyses; and relied upon data from

OPM related to beneficiary demographics, choices, and health care plans in the
FEHBP.2

$ Millions 2016 2017 2018 2019 2020 2053 2054 2055

Implementation 100 100 - - - - - -
DoD Budget (3,900)] (3,900)| (6,173)] (6,234)| (6,292)] (6,666)| (6,666) (6,666)
Federal Outlays 100 100 | (1,242)](1,374)] (1,507} (3,229)] (3,229){ (3,229)
Federal Outlays (Then-Year $) 100 104 | (1,341)] (1,541) (1,756)] (13,295)| (13,813){ (14,352)

Commissaries and Exchanges:

The commission estimates that its recommendation related to DOD commissaries
and exchanges would decrease DOD budgetary costs and Federal outlays by $1.0 bil-
lion during fiscal year 2016-fiscal year 2020 and result in annual steady-state sav-
ings of $515 million by fiscal year 2021. In this estimate, these reductions result
from a series of efficiencies, primarily in consolidating back office functions, logistics
systems, and staffing. Numerous studies have projected that both financial savings
and nonfinancial benefits can be achieved through a consolidation of the three ex-
changes.? Including the commissaries in such a consolidation increases potential ef-
ficiencies. The recommendation proposes a new defense resale executive team that
would be responsible for evaluating, selecting, and implementing these potential ef-

2The Office of Personnel Management provided support for the commission’s analysis; how-
ever, such support does not represent an endorsement of, or suggest any opinion on, the report,
study, or recommendations.

3 Office of the Assistant Secretary of Defense (Force Management and Personnel), DOD Study
of the Military Exchange System, September 7, 1990. See also Logistics Management Institute,
Report PL110R1, Toward a More Efficient Military Exchange System, July 1991. See also Sys-
tems Research and Applications (SRA) International, Integrated Exchange System Task Force
Analysis, 1996. See also PricewaterhouseCoopers, Joint Exchange Due Diligence, 1999, See also
Unified Exchange Task Force, Modified Business Case Analysis for Military Exchange Shared
Services, August 26, 2005.
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ficiencies. Realized costs and savings therefore depend upon the set of efficiencies
selected for implementation.

$ Millions 2016 2017 2018 2019 2020 2053 2054 2055

Implementation 58 93 106 120 89 - - -
DoD Budget 17| 8] (84 313 (ae] (515 (515 (515)
Federal Outlays 17 {78} (184)] (313)] (426) {515) (515) (515)
Federal Qutlays {Then-Year $) 17 (79} (192)] (332)] (461)] (1,071)} (1,092)] (1,114)

Education Benefits:

The commission estimates that its recommendation related to servicemember edu-
cation would reduce DOD budgetary costs by $87 million during fiscal year 2016—
fiscal year 2020 and result in annual steady-state savings of $17 million upon imple-
mentation. Federal outlays would decrease by $15.6 billion during fiscal year 2016—
fiscal year 2020 and $4.8 billion annually starting in fiscal year 2025. In this esti-
mate, changes in DOD budgetary costs result from elimination of unemployment
benefits for veterans who are using Post-9/11 GI Bill benefits. Reductions in Govern-
ment outlays primarily accrue to VA, which funds the Montgomery GI Bill-Active
Duty, REAP, and the Post-9/11 GI Bill.

S Millions 2016 2017 2018 2019 2020 2053 2054 2055
implementation - - - - - - - -
DoD Budget (1l anl . o] 1 (17) (17) (17)
VA Budget 120 {{2,126}| {4,667} (4,478)| (4,542)] (4,757)| (4,757)| (4,757)
Treasury Budget 48 42 36 30 24 - - -
Federal Outlays 151 | (2,102)] (4,649)| (4,466)| (4,535)] (4,770)| (4,778)] (4,779)
Federal Qutlays (Then-Year $) 151 {(2,144)| {4,836)} (4,739)[ (4,909)] (9,929)] (10,127} {10,329}

34. Senator SHAHEEN. Commissioners, in the case of the proposed reform to serv-
icemember education benefits, how much of the savings come from the phase-out of
the housing stipend for dependents and how much come from raising the service re-
quirement to 10 years?

Mr. MALDON. Changing the eligibility requirement for transferring Post-9/11 GI
Bill benefits from 6 YOS, with a 4-year additional commitment, to 10 YOS, with a
2-year additional commitment, results in a steady state savings of $1.6 billion annu-
ally. Phase out of the housing stipend for dependents accounts for $3.2 billion of the
savings.

HEALTHCARE RECOMMENDATIONS

35. Senator SHAHEEN. Commissioners, does the commission anticipate any addi-
tional burden for servicemembers obtaining healthcare through the existing system
but having their dependents rely on a distinct system?

Mr. MALDON. The commission does not anticipate any additional burden in ob-
taining healthcare under the recommended plan. Currently, servicemembers receive
care through their units or MTFs, and their families receive care through the MTF
or the network of civilian providers in their TRICARE region. Under the commis-
sion’s plan, there would be no change in how servicemembers receive their care, and
their families would still receive care either at the MTF or through civilian pro-
viders within their selected health plan’s network. The major difference would be
in how the health care benefit is provided.

36. Senator SHAHEEN. Commissioners, I understand active-duty families could
continue to access MTFs as a venue of care. How would this work?

Mr. MALDON. Under the commission’s recommendation, insurance plans operating
within the geographic area around an MTF would include the MTF in their provider
networks. Beneficiaries could choose to receive care at the MTF in the same way
they might choose to receive care from other providers. To provide beneficiaries in-
centive to seek care at MTF's, copayments at MTFs would be lower than those for
civilian providers.
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37. Senator SHAHEEN. Commissioners, the commission recommends the DOD im-
plement a robust medication therapy management (MTM) program. Pharmacist-pro-
vided MTM has been shown to improve patient health while at the same time re-
ducing costs, so increasing access to these services makes sense. How should DOD
implement a robust MTM program, and what role will retail community pharmacies
play?

Mr. MALDON. The commission recommended DOD’s TRICARE pharmacy benefit
should remain in place but proposed some important adjustments. DOD would man-
age the pharmacy program and continue to use the DOD formulary and Federal
Supply Schedule pricing. In keeping with the commission’s objectives to increase
choice, access, and flexibility in health care, beneficiaries using TRICARE Choice,
as well as Medicare-eligible retirees using TRICARE for Life, would obtain medica-
tions from retail, mail-order, and MTF settings. DOD would retain the authority to
contract with a third-party administrator to perform functions such as managing
the retail pharmacy network, distributing mail-order medications, and processing
claims. The commission recommended such contracts require a pharmacy benefits
manager to integrate pharmaceutical treatment with health care and to implement
robust MTM, including the integration of MTM activities at retail pharmacies.

QUESTIONS SUBMITTED BY SENATOR MAZIE K. HIRONO
CHOICE OF HEALTHCARE PLANS

38. Senator HIRONO. Commissioners, when considering a transition to a new
choice of commercial health plans, did the commission take into account the com-
plexity and potential disruption dependents may face each time a Permeant Change
of Station (PCS) occurs?

Mr. MALDON. The commission did consider these concerns. With any permanent
change of station move, military families face changes, and health care is no excep-
tion. When they move, families need to select new health care providers whether
they receive care through the current TRICARE plan or through TRICARE Choice.
In terms of their health insurance, families would have the option to select national,
rather than regional, insurance plans, which would preclude the need to change in-
surance companies in a new locality. That said, because health care pricing is re-
gional in nature, families might find that going with a less expensive regional plan
better suites their needs. The commission’s financial literacy recommendation would
p}r;ovide fgmﬂies support for understanding how to choose a plan that best suits
their needs.

39. Senator HIRONO. Commissioners, what plan will be in place to ensure that in-
dividuals who can ill afford a disruption in care will not be materially harmed by
having to wait to enroll in a new health plan until after they PCS?

Mr. MALDON. Coverage would be seamless from location to location. Beneficiaries
would not be removed from their old policy before they were added to their new one.
If they needed care before they arrived at their new duty station and their new pol-
icy took effect, they could use out-of-network benefits on their old policy if needed.
Beneficiaries on national plans would not have to change plans unless they wanted
to do so, and would be able to use physicians from their plan’s national network.

COST OF PRIVATE MEDICAL CARE FOR PREGNANCY, CHILDBIRTH, AND INFANT CARE

40. Senator HIRONO. Commissioners, I appreciate your response to my question
regarding moving the most common procedures performed at MTFs, childbirth and
newborn care, to the private sector. What I am still concerned by is: what financial
cost can be anticipated for both the dependent and the military when these services
are moved to commercial health plans for treatment outside of MTFs?

Mr. MALDON. Costs for maternity and childbirth care would depend on the insur-
ance plan beneficiaries choose. As a point of comparison, the 2015 Government Em-
ployee Health Association plan (both the High and Standard options) covers mater-
nity and delivery costs at 100 percent with no deductible when care is provided in
network. For the 2015 Federal Blue Cross/Blue Shield (BC/BS) policies, maternity
and delivery costs are also covered at 100 percent when care is by preferred pro-
viders. There is no deductible for the BC/BS Standard plan; however, on the BC/
BS Basic plan beneficiaries are responsible for $175 of inpatient services per admis-
sion. Because the commercial insurance carriers would assume risk associated with
maternity costs, there would be no associated costs for the military.
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FINANCIAL LITERACY

41. Senator HIRONO. Commissioners, did the commission evaluate the feasibility
for implementing the robust frequency of financial literacy training you’ve rec-
ommended within the current training schedule of military units?

Mr. MALDON. The commission’s recommendation to increase the frequency and
strengthen the content of financial literacy training was made after a thorough re-
view of financial training policies, schedules, and content for Active and Reserve
component members of all Services. Servicemembers and their families, as well as
organizations devoted to increasing financial literacy, such as the Consumer Finan-
cial Protection Bureau, also provided input to the commission. Training, provided
at more appropriate career and life milestones, would be beneficial to
servicemembers, their families, and the Services. Military leaders have expressed
concern regarding the amount of stress experienced by servicemembers in financial
difficulty and the amount of time spent counseling those experiencing difficulties.
Increased financial literacy training would provide proactive, vice reactive, effort
and contribute to improved readiness.

42. Senator HIRONO. Commissioners, for many military families financial deci-
sions are often made by members and their partners and, in some instances, solely
by the partner if the member is deployed. Did the commission consider financial lit-
eracy programs for military families as a whole or only individual servicemember
training?

Mr. MALDON. The commission believes encouraging financial literacy within the
military family unit best supports financial readiness for the Uniformed Services.
According to the Blue Star Families’ 2013 Military Family Lifestyle Survey, 82 per-
cent of servicemembers indicated their spouse should be included in financial readi-
ness courses. The commission believes in the importance of financial literacy train-
ing for military families, and servicemembers would like to have their spouses in-
cluded in financial training; however, it is difficult for the Services to mandate
training for family members As such, the commission believes that financial literacy
should be open to family members, but participation should not be mandatory.

[Appendixes A through O follow:]
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APPENDIX A—FINAL REPORT OF THE MILITARY COM-
PENSATION AND RETIREMENT MODERNIZATION COM-
MISSION

Report of the Military Compensation and
Retirement Modernization Commission

N January 2015
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COMMISSIONERS’ LETTER

January 29, 2015

We are honored to submit to the President and the Congress of the United States the
enclosed recommendations to modernize the Uniformed Services’ (the Services)
compensation and retirement system. We are confident these recommendations will
ensure that the Services can maintain the most professional All-Volunteer Force
possible, during both peacetime and wartime. Our confidence stems from our
unwavering commitment to the interests of Service members and their families. In
fact, our recommendations, which all members of this Commission unanimously
support, are designed to protect both the overall value of the current benefits package
and the quality of life of the 21st century Force—those who serve, those who have
served, and the families that support them.

The Services’ compensation system provides the Nation with an All-Volunteer Force
without peer. This fact has been proven during the last 42 years and decisively
reinforced during the last 13 years of war. After 42 years of an All-Volunteer Force, the
President and the Congress agreed that it was time to study in detail the pay and
benefits of the Services.

The Services require flexible, modern, and relevant compensation tools to continue to
recruit and retain the high-quality men and women needed to protect and defend our
Nation into the future. Consequently, the Services must be empowered with flexible
personnel-management tools to shape the force as security needs change. Our
proposed reforms provide additional, yet fiscally sustainable, options for Service
personnel managers to design and manage a balanced force. Pursuant to the National
Defense Authorization Act for Fiscal Year 2013, our recommendations are limited to
compensation, retirement, and benefits modernization issues.

Our volunteer Service members are the strength of our military, and it is our
continuous duty and obligation to ensure that the Services are properly resourced.
National security is a Constitutional priority, and fiscal challenges facing our Nation
cannot be solved by focusing solely on the military. Necessary resources include
compensation and benefits for our Service members and their families, who also
deserve long-term stability. It is our view that the current era of ongoing Service
budget reductions and uncertainty is adversely affecting readiness and is increasing
risks in our Nation’s ability to meet growing national security requirements.

Our recommendations improve the efficiency and sustainability of compensation
benefits, and they enhance the overall value of those benefits. Our military pay and
retirement recommendations grandfather the retirement pay of existing retirees and
those currently in the Force. They also maintain the majority of the existing retirement
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structure, which is an important retention tool, while allowing members of a younger,
more mobile work force to begin investing in their own future. To better meet the
needs of our Reserve Component, we recommend streamlining Reserve Component
duty statuses. We further recommend an increase in Service members’ opportunity for
coverage in the Survivor Benefit Plan.

In considering the military health benefit, we focused on sustaining medical readiness
by recommending a new readiness command, supporting elements, and framework for
maintaining clinical skills. This system would ensure that today’s medically ready
force would continue to provide the best possible combat care. Our recommendations
also improve access, choice, and continuity of care for family members, Reserve
Component members, and retirees. These recommendations maintain or reduce the
cost of health care for the vast majority of families of active-duty Service members and
establish a fund to lessen the burden of chronic and catastrophic conditions. We
recommend ways to increase collaboration and resource sharing between the
Departments of Defense and Veterans Affairs. The mnet result of these
recommendations is a modernized health care system that should benefit our Service
members, veterans, retirees, and family members far into the 21st century.

Our recommendations related to quality of life focus on enhancing benefits for Service
members and their families, while improving cost-effectiveness. We recognize the
historically transformative power of the GI Bill. In particular, the Post-9/11 GI Bill has
been effective in improving the education level of numerous Service members,
veterans, retirees, and their families. Our recommendations improve the sustainability
of these education benefits.

Many Service members, retirees, and their families articulated the importance of
Department of Defense commissaries and exchanges. Our findings reflect their view,
and we recommend ways to maintain these benefits at lower costs. We propose several
enhanced benefits for Service members and their families, including additional
coverage for exceptional family members, budgeting for child care facilities, academic
monitoring of dependents in public schools, nutritional assistance coverage, access to
space-available travel, and Service member transition support.

We thank all who have supported the efforts of the Commission, especially the many
Service members, veterans, retirees, and family members who engaged with the
Commission directly. The Commission has received, via in-person and survey
responses, feedback from more than 100,000 active-duty Service members, Reserve
Component members, veterans, retirees, and their families. We have met with more
than 150 Government agencies, military advocates, research institutions, and related
interest groups. We are confident that the recommendations put forward in this report
offer an improved compensation and benefits package.

Ensuring Service members and their families are cared for is a sacred responsibility of
a grateful Nation. Being part of the public discussion regarding how we, as a Nation,
modernize their benefits and fulfill this obligation has been our great honor. We are
confident that implementing these reforms will move the All-Volunteer Force toward a
future that is in the best interest of our Nation’s security and that can be fiscally
sustained. We believe, for those who serve and have served to uphold the military’s
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highest traditions and heritage, and the families that support them, the Federal
Government must fulfill its obligation with its enduring commitment in war and in
peace.

Respectfully submitted,

Dmellen™

Hon Alphonso Maldon, T
Chairman
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ACRONYM DEFINITION

DEERS Defense Enrollment Eligibility Reporting System
DeRA Defense Resale Activity

DFAS Defense Finance and Accounting Service
DHA Defense Health Agency

DIC Dependency and Indemnity Compensation
DMDC Defense Manpower Data Center

DoDI DoD Instruction

DoDTR Department of Defense Trauma Registry
DOL U.S. Department of Labor

DRM Dynamic Retention Model {(RAND}

DVOP Disabled Veterans’ Outreach Program
EBT Electronic Benefit Transfer

ECHO Extended Care Health Option

EHHC ECHO Home Health Care

EHR Electronic Health Record

EFM Exceptional Family Member

EFMP Exceptional Family Member Program

EMC Essential Medical Capability

ERISA Employee Retirement Income Security Act
ESEA Elementary and Secondary Education Act
FCC Family Child Care

FDA U.S. Food and Drug Administration
FEHBP Federal Employees Health Benefits Program
FFS Fee-For-Service

FHCC Federal Health Care Center

FMR Financial Management Regulation

FMWG Financial Management Working Group
FOC Final Operating Capabilities

FSSA Family Subsistence Supplemental Allowance
GAO U.S. Government Accountability Office
HCBS Home and Community-Based Services
HCSDB Health Care Survey of DoD Beneficiaries
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ACRONYM DEFINITION

NAF Nonappropriated Funds

NCO Non-Commissioned Officer

NCP Normal Cost Payments

NDAA National Defense Authorization Act
NEX Navy Exchange

NEXCOM Navy Exchange Command

NEXMART Navy Exchange Market

O&M Operations and Maintenance

OACT Office of the Actuary (DoD)

OEF Operation ENDURING FREEDOM

OIF Operation IRAQI FREEDOM

OOP Out-of-Pocket

OPM U.S. Office of Personnel Management
PCM Primary Care Manager

PFM Personal Financial Management

PPBE Planning, Programming, Budget, and Execution
PPO Preferred Provider Organization

PTC Pharmacy and Therapeutics Committee
PV Perceived Value

PwC PricewaterhouseCoopers

RC Reserve Component

REAP Reserve Education Assistance Program
RHPO Regional Health Planning Organization
RI Relative Importance

RSA Resource Sharing Agreement

RVU Relative Value Unit

SAC School-Age Care

SBA Small Business Administration

SBP Survivor Benefit Plan

SDT Second Destination Transportation
SMC Specialized Military Condition

SNAP Supplemental Nutrition Assistance Program (USDA}
SOCOM Special Operations Command
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1. EXECUTIVE SUMMARY

The Military Compensation and Retirement Modernization Commission was
established by the National Defense Authorization Act (NDAA} for FY 2013 to provide
the President of the United States and the Congress specific recommendations to
modernize pay and benefits of the Uniformed Services.! The Commission’s legislative
mandate, coming after 42 years with an All-Volunteer Force and 13 years of war, was
to provide recommendations that:

= ensure the long-term viability of the All-Volunteer Force by sustaining the
required human resources of that force during all levels of conflict and
economic conditions;

« enable the quality of life for members of the Armed Forces and the other
Uniformed Services and their families in a manner that fosters successful
recruitment, retention, and careers for members of the Armed Forces and
the other Uniformed Services; and

* modernize and achieve fiscal sustainability for the compensation and
retirement systems for the Armed Forces and the other Uniformed Services
for the 21st century.?

The President issued a set of eight guiding principles to the Commission.3 This report
addresses those mandates and principles, discusses in detail the areas where reform
is required, states the considerations that should guide reform, and offers specific
recommendations to solve the problems that were identified. For example, the
Commission recommends moving from a purely defined benefit to a blended defined
benefit and defined contribution retirement system. It proposes a new command
dedicated to the oversight of joint readiness, especially readiness of the medical force.
It recommends improving access, choice, and value of the health benefit for active-
duty families, Reserve Component members, and retirees.# It also outlines ways to
sustain Service-member education programs and strengthen numerous family support
programs. These recommendations respond to the preferences of a new generation of
Service members by improving choice and flexibility within their compensation
package. The Commission made a conscious decision that its focus would not be
budget driven. Nevertheless, these recommendations offer -efficiencies that
substantially reduce government expenditures. This approach ensures pragmatic

' Throughout this report, “Services” refers to the Uniformed Services, which include the Army, Marine Corps, Navy, Air
Force, Coast Guard, and the Commissioned Officer Corps of the National Oceancgraphic and Atmospheric
Administration and U.S. Public Health Service {see Armed Forces, 10 U.S.C. § 101{a}(5}}. References to the Military
Services or Armed Forces include the Army, Marine Corps, Navy, Air Force, and Coast Guard {see Armed Forces,

10 U.S.C. § 101(&)(4)).

2 National Defense Authorization Act for FY 2013, Pub. L. No. 112-239 subtitle H, 126 Stat. 1632, 1787 {2013)

{as amended by National Defense Authorization Act for FY 2014, Pub. L. No. 113-66, § 1095{b}, 127 Stat. 672, 879
(2013},

2 The President’s guiding principles can be found in Section 4. Government Printing Office, Principles for Modernizing
the Military Compensation and Retirement Systems: Message from the President of the United States, accessed
November 21, 2014, hitp:/ /www.gpo.gov/{dsys/pkg/CDOC-113hdoc60/htmi/CDOC-113hdoct0.htm.

% A retiree is any person who has served at least 20 years in a Service and has been permanently released from duty or
a person who has been released from duty before 20 years of service and declared by the Service to be retired because
of medical condition or disability. See Armed Forces, 10 U.S.C. 8§ 3911, 3914 {Army}; Armed Forces, 10 U.S.C.

8§ 6323, 6330 {Navy}; Armed Forces, 10 U.S.C. §§ 8311, 8914 (Air Force); Coast Guard, 14 U.S.C. §§ 291, 355 {Coast
Guardj; Navigation and Navigable Waters, 33 U.S.C. § 3044 {(NOAA Commissioned Officer Corps); The Public Health
and Welfare, 42 U.S.C. § 212 (U.S. Public Health Service Commissioned Corps}.
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fiscal sustainability. Although there may be additional opportunities to identify
efficiencies in personnel and force structure programs, the NDAA for FY 2013 limited
the Commission’s review to compensation modemnization issues.

The profound and constant change that has affected our Nation since the inception of
the All-Volunteer Force, coupled with an unprecedented 13 years of war, offer a
compelling backdrop for compensation reform. The Commissioners—comprising more
than 140 years of military service experience among them—have completed a
comprehensive review and analysis of the current benefits of Uniformed Service
members. The Commissioners concluded that several key features of the
compensation system continue to meet the needs of the All-Volunteer Force. The basic
pay table provides simplicity, equity, and transparency, and the targeted changes to
the pay tables in 2000-2001 proved valuable during the 13 years of war. The system of
allowances is appropriate and strikes the correct balance between Service member
compensation and financial assistance for expenses. TRICARE for Life continues to
ensure high-quality health care for retired Service members across the country.

The recommendations in this report are informed by the valuable insights of a broad
range of Service members, veterans,’ retirees, and their families. The Commission
surveyed more than 1.5 million Service members and retirees. It developed an ongoing
working relationship with more than 30 military and veteran service organizations. It
also received input from numerous research institutions, private firms, and not-for-
profit organizations. The Commission and its staff reviewed nearly 350 distinct
benefits across the U.S. Government, including programs administered by
departments of Defense, Veteran Affairs, Homeland Security, Treasury, Health and
Human Services, Education, Labor, and others. The Military Compensation and
Retirement Modernization Commission Interim Report$ issued in June 2014,
documents these benefits in detail.

This final report focuses on reforming compensation programs to improve Service
members’ choice of and access to benefits. The recommendations contained within it
enhance the flexibility of the compensation system for the Services, which have the
responsibility to recruit and retain balanced forces and for Service members. The
recommendations improve the cost-effectiveness of delivering high-quality benefits.
Within this framework, the report evaluates each program in light of key changes in
the cultural, generational, and technological landscape since the advent of the
All-Volunteer Force. Though many programs continue to serve their intended purpose,
several are duplicative, and many should be more responsive to the needs of the
contemporary workforce from which the Services draw their personnel. Based on these
findings, this report offers 15 recommendations that have one thing in common: these
recommendations were formulated with the benefit to the Service members, and the
families who support them, as a top priority.

5 A veteran is defined as a “person who served in the active military, naval, or air service, and who was discharged or
released therefrom under conditions other than dishonorable.” Veterans’ Benefits, 38 U.S.C. § 101(2}.

6 The Report of the Military Compensation and Retirement Modernization Commission. Interim Report is available for
download at http://www.mcrme.gov.
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PAY AND RETIREMENT

1. Help more Service members save for retirement earlier in their careers, leverage the
retention power of traditional Uniformed Service retirement, and give the Services greater
flexibility to retain quality people in demanding career fields

The current Uniformed Service retirement system is a useful retention tool for
midcareer Service members, but does not provide retirement savings to the
overwhelming majority of Service members. Under the current system, 83 percent of
the enlisted men and women serving our Nation will never benefit from a traditional
20-year Uniformed Service retirement.? The Services’ retirement system should be
restructured to provide retirement benefits to more than one million current Service
members who would otherwise leave service without any Government-sponsored
retirement savings. Doing so eases the transition of Service members to civilian life by
providing them with retirement savings similar to those of their private-sector peers.
This recommendation blends the recruiting benefits of a modern 401(k)-type plan,
with the retention benefits of the current retirement annuity, lump sum career
continuation pay, and retention bonuses paid at important career milestones in the
lives of Service members. Modeling has demonstrated that such a blended system
would maintain the Services’ current force profiles. 1t also provides additional
flexibilities to the Services to adjust force profiles if desired to maintain a balanced
force. It would also sustain, and may improve retention and increase lifetime earnings
of retirees.

2. Provide more options for Service members to protect their pay for their survivors

The Survivor Benefit Plan (SBP) has steadily become more attractive as a low cost way
to provide lifetime benefits to retirees’ survivors. The Commission received many
Service member complaints about SBP because of the associated offset from VA
Dependency and Indemnity Compensation (DIC). To help address this concern, a new
SBP option should be implemented for which Service members would fully fund SBP
costs but would no longer be subject to the DIC offset. The existing SBP program with
the DIC offset should be maintained for Service members who want to retain lower-
cost coverage.

3. Promote Service members’ financial literacy

The lack of choice in current pay and benefit programs results in complacency and
insufficient knowledge among Service members with regard to managing their
personal finances. According to the 2013 Blue Star Families Annual Lifestyle Survey,
only 12 percent of Service member respondents indicated they received financial
information from their command or installation.® DoD should increase the frequency
and strengthen the content of financial literacy training. This enhancement is
especially important because the Commission’s recommendations on retirement and
health care require new financial decisions to be made by Service members. Improved

7 Department of Defense, Valuation of the Military Retirement System; September 30, 2012, 24, accessed December 10,
2014, http:/ /actuary.defense.gov/Portals/15/Documents/MRF_ValRpt2_2012.pdf.

® Blue Star Families, 2013 Military Farnily Lifestyle Survey, Comprehensive Report, accessed December 10, 2014,
http:/ /www.mermc.gov/public/docs/report/ pr/BlueStarFamities_2013MilitaryFamilyLifestyleSurvey_Comprehensive._
Report_May2013_p34_FinLit_FN_12-13-24.pdf.
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financial literacy would also assist Service members from being exploited by predatory
lenders and other financial manipulators.

4. Increase efficiency within Reserve Component status system

Despite the Services’ operational dependence on the Reserve Component (RC) during
the recent conflicts in Iraq and Afghanistan, the current RC status system “is complex,
aligns poorly to current training and mission support requirements, fosters
inconsistencies in compensation, and complicates rather than supports effective
budgeting.” The RC status system causes members to experience disruptions in pay
and benefits as they transition among different duty statuses.!® Mobilization
difficulties also impede operational commanders who need to employ RC personnel.
There are 30 unique statuses under which RC members can be called to duty. The
number of duty statuses should be streamlined to just six to benefit Service members
and ease the Services’ management and operational use of RC forces.

HEALTH BENEFITS

5. Ensure Service members receive the best possible combat casualty care

The vast majority of Service members who were wounded on the battlefield were able
to return home from the wars in Iraq and Afghanistan. Many of them are continuing to
serve our Nation because of the exceptional care they received from our military health
care providers in the field. This medical expertise, honed during more than a decade of
saving lives in combat, must be maintained and further improved whenever possible.
Evidence shows it may be difficult to sustain these combat medical capabilities with
the typical mix of cases seen in the military health care system during peacetime. The
Secretary of Defense, together with the Chairman, Joint Chiefs of Staff, should seek to
enhance dedicated oversight of medical readiness through the creation of a joint
medical component within a newly established joint readiness command, as well as a
medical directorate in the Joint Staff. The Congress and DoD should define and
measure essential medical capabilities {EMCs) to promote and maintain critical
capabilities within the military medical force. DoD should be granted additional
authorities to attract EMC-related cases into military treatment facilities to best
support their mission as a training platform for military medical personnel.

6. Increase access, choice, and value of health care for active-duty family members, Reserve
Component members, and retirees

TRICARE often limits access to care by confining beneficiaries to a lengthy and
frustrating process for obtaining specialty care and to weak networks of civilian health
care providers. The adverse effect of weak provider networks is even more profound for
beneficiaries living in remote locations, including RC members. The Congress should
replace the current health care program with a new system that offers beneficiaries a
selection of commercial insurance plans. Costs of these plans should be offset for
active-duty families with a new Basic Allowance for Health Care (BAHC} and a fund to
lessen the burden of chronic and catastrophic conditions. Mobilized RC members

9 Office of the Assistant Secretary of Defense for Reserve Affairs, Review of Reserve Component Contributions to National
Defense, December 2002, 77.

10 Dolfini-Reed, Michelle and Darlene E. Stafford, Jdentifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM D0021656.A2 {Alexandria, VA: CNA, 2010}, 1.
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should also receive BAHC to cover the costs of a plan from the new system or of their
existing insurance plan. All members of the RC should be able to purchase a plan
from the DoD program at varying cost shares. Non-Medicare-eligible retirees should
continue to have full access to the military health benefit program at cost
contributions that gradually increase over many years but remain lower than the
average Federal civilian employee cost share as recognition of their military service.
Medicare-eligible retirees should continue to have access to the current TRICARE for
Life program to supplement Medicare benefits.

7. Improve support for Service members’ dependents with special needs

Although the Services provide substantial support for exceptional family members
through various programs, State programs offer differing and additional services.
Unfortunately, Service members often lose access to these state-based programs when
they move between duty stations because of long waiting lists in some states. To
provide continuous support services, benefits offered through the military’s Extended
Care Health Option program should be expanded to include services provided through
state Medicaid waiver programs.

8. Improve collaboration between Departments of Defense and Veterans Affairs

DoD and VA expend tremendous national resources to ensure that Service members
and veterans receive world-class health care. Yet there remain substantial
opportunities for enterprisewide collaboration through standardization, elimination of
barriers, and implementation of best practices. Differences in drug formularies for
transitioning Service members continue to disrupt effective care. Several DoD-VA
resource sharing projects have generated efficiencies for both organizations, but these
efforts are mostly local, isolated arrangements. Medical information cannot yet be
shared seamlessly between DoD and VA, hindering effective care for Service members
and veterans. To resolve these issues, the current DoD-VA Joint Executive Committee
should be strengthened with additional authorities and responsibilities to standardize
and enforce collaboration between the organizations.

QUALITY OF LIFE PROGRAMS

9. Protect both access to and savings at DoD commissaries and exchanges

DoD commissaries and exchanges provide valued financial benefits to Service
members and should be maintained. According to the 2013 Living Patterns Survey
conducted by Defense Manpower Data Center, more than 90 percent of active-duty
Service members use commissaries and exchanges.!! Although there are many
differences between commissaries and exchanges, the Commission found these two
activities perform similar missions, for similar patrons, with similar staff, using similar
processes. DoD commissaries and exchanges should be consolidated to leverage these
similarities. The merger of many back-end operation and support functions, alignment
of incentives and policies, and consistent implementation of best practices should
achieve significant efficiencies while maintaining the value of the benefits for Service
members and their families.

1+ Defense Manpower Data Center, Living Patterns Survey, Tabulation of Responses,18,
http:/ /www.mcrme.gov/public/docs /report/qol /2013_DMDC_LivingPatternSurvey_Commissary_Usage.pdf .
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10. Improve access to child care on military installations

Service members’ operational readiness is directly related to their ability to be at work.
Access to quality, convenient, and affordable childcare is an important part of
readiness. Yet the Commission found that demand for military child care often exceeds
availability, resulting in more than 11,000 children on waiting lists as of September
2014.12 The Congress should reestablish the authority to use operating funds for
minor construction projects up to $15 million for expanding or modifying child
development program facilities serving children up to 12 years of age.!3 DoD should
standardize reporting and monitoring of child care wait times across all types of
military child care facilities. DoD should also streamline child care personnel policies
to help ensure proper staffing levels.

11. Safeguard education benefits for Service members

The Military Services have repeatedly emphasized the importance of using education
benefits as recruiting and retention tools. Ensuring the robustness of these programs
is one of the best ways to guarantee the future of the All-Volunteer Force. There are
duplicative and inefficient education benefits that should be eliminated or streamlined
to improve the sustainability of the overall education benefits program. The
Montgomery GI Bill Active Duty and the Reserve Education Assistance Program should
be sunset in favor of the Post-9/11 GI Bill. Service members who reach 10 years of
service and commit to another 2 years should be allowed to transfer their Post-9/11
GI Bill benefits to dependents. The housing stipend of the Post-9/11 Gl Bill should be
sunset for dependents, as should unemployment compensation for anyone receiving a
housing stipend.

12. Better prepare Service members for transition to civilian life

Transitioning from the Military Services to civilian life is more challenging than it
needs to be. Unemployment is still a challenge facing far too many of our veterans,
especially for veterans aged 18 to 24, who had higher unemployment rates in 2013
than nonveterans of the same age group (21.4 percent and 14.3 percent,
respectively}.’* To better support transition and veteran employment, DoD should
require mandatory participation in the Transition GPS education track. The
Department of Labor should permit state departments of labor to work directly with
state VA offices to coordinate administration of the Jobs for Veterans State Grant
program. The Congress should require One-Stop Career Center employees to attend
Transition GPS classes to develop personal connections between transitioning veterans
and One-Stop Career Centers.

13. Ensure Service members receive financial assistance to cover nutritional needs

The Commission recognized that some Service members, particularly those with large
families, will continue to need financial help to purchase nutritious food for their
families. The Department of Agriculture’s Supplemental Nutrition Assistance Program

iz Department of Defense and Services Child Development Program Managers, briefing to MCRMC, August &, 2014.
DeD, e-mail to MCRMC Staff, September 9, 2014,

33 See National Defense Authorization Act for FY 2006, Pub. L. No, 109-163, § 2810 {2006]. The authority originally
expired in 2007, but was extended unti! 2009, when it was allowed to expire. See National Defense Authorization Act
for FY 2008, Pub. L. No. 110-181, § 2809 (2008}. See also Armed Forces, 10 U.5.C. § 2805.

14 .S, Department of Labor, Bureau of Labor Statistics, Economic News Release, Table 2A: Employment Status of
Persons 18 Years and Over by Veteran Status, Age, and Period of Service, 2013 Annual Averages, accessed

September 24, 2014, http://www.bis.gov/news.release/vet.t02A htm.
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(SNAP), better known as food stamps, should be the means by which they receive that
help in the United States. The Family Subsistence Supplemental Allowance (FSSA),
the Military Services’ alternative to SNAP, served only 285 Service members in
FY 2013,5 in large part because SNAP is more generous and creates fewer potential
social stigmas for recipient families. FSSA should be retained for Service members in
overseas locations where SNAP assistance is unavailable, but should be sunset in the
U.S. and other locations where SNAP is available.

14. Expand Space-Available travel to more families of Service members

Dependents of Service members who are deployed for more than 120 days can fly,
unaccompanied, on military aircraft when there is space available. But shorter
deployments are becoming routine for some. The quality of life of Service members’
dependents should be improved by providing access to unaccompanied travel on
military aircraft for deployments of 30 days or more.

15. Measure how the challenges of military life affect children’s school work

Children of active-duty Service members are not being identified separately in
nationwide reporting of student performance. These children experience unique
stresses associated with parental deployments and frequent relocations that can
adversely affect academic performance. A military dependent student identifier should
be implemented through Elementary and Secondary Education Act reporting to
identify students who are children of active-duty Service members. This identifier
would enable consistent reporting on the academic performance of military
dependents, as well as identification of the support required to meet their needs.

18 Director of Military Compensation, Office of Personnel and Readiness, e-mail to MCRMC, August 5, 2014.
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2. GENERAL CONCLUSIONS

The Commission drew six overarching conclusions regarding the current and future
state of Uniformed Service compensation. These conclusions reflect general trends and
overall findings that were observed during the past 18 months of data gathering and
analysis. They serve as a core framework for the specific recommendations for
modernization that follow in this report.

Core Compensation Structure. Though individual compensation programs would
benefit from modernization, as detailed in the following sections of this report, the
overall structure of the current compensation system is fundamentally sound and
does not require sweeping overhaul. A combination of pay, health care, retirement,
and ancillary benefits is normal for large organizations. Thus, reforms to the current
compensation package should be judicious, targeted improvements that “do no harm”
to the bulk of the system. Changes should focus on improving value and outcomes
through the modemization of specific programs no longer meeting the full
requirements of the 21st century All-Volunteer Force.

The basic pay table should be retained in its current form. It has proved an effective
cornerstone of the compensation system for decades. The pay table, coupled with the
Services’ personnel management policies, provides strong performance incentives. It is
simple, transparent, and equitable, thereby contributing to cohesion within the Force.
It should continue to be supplemented with various special and incentive pays with
which the Services can adjust compensation levels based on changing economic
conditions or labor market dynamics. Similarly, the Reserve Component (RC) pay
system should remain in its current form, as it effectively compensated RC members
during 13 years of war. It also strikes an appropriate balance between drill weekend
compensation and ancillary responsibilities for which RC members may not be fully
reimbursed.!

In addition, the system of allowances (e.g., Basic Allowance for Housing, Basic
Allowance for Subsistence} should continue to supplement basic and specials pays.
The Commission examined the allowance system in detail, considering features such
as the tax-free nature of some allowances and the fairness and equity of differing
allowance rates. The Commission also investigated whether eliminating the allowance
system would improve the overall transparency of the compensation system. As
currently designed, however, the allowance system strikes an appropriate compromise
between representing compensation to Service members and assistance for their living
expenses.

! The Commission reviewed policies associated with RC members in a nonpay status who drill for points for retirement
purposes, particularly those of the Navy (BUPERSINST 1001.39F) because it represents many of thesc RC members.
According to Navy Reserve manpower subject matter experts, most of these Navy RC members reached high-year
tenure without accumulating 20 years of qualifying service for retirement purposes. Nonpay drilling allows these
members to reach retirement eligibility requirements. Some members voluntarily request to be in a nonpay drilling
status to accommodate their individual needs. Others are unabile to find a vacant billet for which they would receive
both pay and drill points, typically because they were promoted out of a paid billet during a time when promotions
were not connected to vacancies at the next pay grade. Navy RC promotion policies have changed to generally prevent
promotions independent of paid billets at the next pay grade. The Commission urges the Services to communicate
policy concerning nonpay drilling to RC members earlier in their careers and to align RC manpower and personnel
levels to further reduce nonpay drilling.
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Health care benefits have been, and will continue to be, an important element of
compensation. Health care should continue to be offered across the life-cycle of a
military member. Active-duty Service members and their families should receive
access to a health care benefit, as should eligible members of the RC. Retired Service
members should also have access to health care, with TRICARE For Life to
supplement Medicare benefits. These benefits should be modernized to provide
beneficiaries with additional choice, access, and value. The military health system
needs to be modernized with the best business practices to ensure the very best in
access and delivery for an efficient and effective health care system.

Quality of life benefits play a valuable role in Service member compensation. They are
designed to mitigate many of the effects on Service members and their families
associated with frequent moves, assignments to difficult locations far away from
extended family and other support networks, deployments of family members,
demanding work schedules, and other military lifestyle challenges. Though the
Commission explored several strategies to modernize quality of life programs,
including monetizing all “in-kind“ benefits, it recognizes these programs provide peace
of mind with respect to Service members’ families. Providing the actual benefit instead
of additional cash compensation ensures important needs are met. Although this
report contains recommendations related to some quality of life programs, the overall
suite of benefits does not require sweeping reform.

Advantages of Targeted Modernization. Modernization of compensation programs
would provide new substantial benefits to Service members while bending the
Government’s cost curve. The remainder of this report details recommendations to
improve benefits and fiscal sustainability. Key examples of the advantages of
modemization include:

1. Modernized Retirement System

- maintains the Services’ existing recruiting and retention levels, promoting
the continuance of the All-Volunteer Force

- provides new Government-sponsored retirement assets to the 83 percent of
Service members who currently leave the Force without vesting for a defined
benefit annuity

- increases the expected value of Government-sponsored retirement assets for
Service members who retire after reaching 20 years of service

- reduces annual DoD budgetary costs and Federal outlays, in FY 2016
constant dollars, by $1.9 billion and $4.7 billion, respectively, after full
implementation

2. Modernized Readiness Oversight
- establishes a four-star Command to oversee joint readiness, especially the
readiness of the military medical force
- defines essential medical capabilities and clinical skill standards that must
be sustained during peacetime to prepare for the next conflict
- improves the workload and case mix in military hospitals to provide
additional opportunities for military personnel to maintain clinical skills

3. Modernized Health Benefit

- improves access and choice in health care by allowing Service members and
retirees to select from a menu of commercial health care plans
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- eliminates the existing TRICARE referral process, which is a source of
substantial frustration to Service members and their families

- provides active-duty Service members with a new Basic Allowance for Health
Care (BAHC] to offset costs for commercial health care, plus an additional
program to further offset costs of chronic or catastrophic conditions

- reduces annual DoD budgetary costs and Federal outlays, in FY 2016
constant dollars, by $6.7 billion and $3.2 billion, respectively, after full
implementation

4. Modernized Service Member Education Benefits
- maintains the Post-8/11 GI Bill while eliminating redundant education
programs
- aligns transferability of education benefits to mid-career retention
milestones
- reduces annual Federal outlays, in FY 2016 constant dollars, by $4.8 billion
after full implementation

Modernization Without Compensation Reductions. By focusing modernization
reforms on the structure of various benefits, fiscal sustainability can be improved
without reducing the value of benefits to Service members. The recommendations in
this report will result in substantial reductions in Federal spending. They also
generally improve the value of the compensation system for Service members. Table 1
presents values from a military Leave and Earnings Statement (LES), including
estimated changes from the recommendations detailed throughout the remainder of
this report. In each LES line item, this Service member would receive the same or
additional benefits. A new BAHC offsets expected out-of-pocket costs for a commercial
health care plan, including an automatic allotment to pay the health care plan
premium. Government contributions on behalf of Service members into the Thrift
Savings Plan (TSP) would provide new retirement savings for the entire Force while
compensating Service members for a reduced defined benefit (DB} annuity. BAHC and
TSP contributions would provide additional Federal tax advantages to Service
members. The increase in end-of-month pay shown on the LES would compensate for
insurance costs and DB reductions, and Service members would not lose take-home
pay as a result of the modernization recommendations in this report.
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Table 1. Changes to a Leave and Earnings Statement of
an Active-Duty ES with 10 YOS2?

CURRENT ALTERNATIVE - CHANGES
COMPENSATION COMPENSATION iN
SYSTEM SYSTEM COMPENSATION
ENTITLEMENTS
Basic Pay $3,076.20 $3,076.20 $0.00
Basic Allowance for Subsistence $357.55 $357.55 $0.00
Basic Alfowance for Housing $1,152.00 $1,152.00 50.00
Basic Allowance for Health Care $0.00 $305.00 $305.00
Thrift Savings Plan, Government Automatic Contribution $0.00 $30.76 $30.76
Thrift Savings Plan, Government Matching Contributions $0.00 $92.29 59225
TOTAL ENTITLEMENTS $4,585.75 $5,013.80 $428.05
DEDUCTIONS
Standard Deductions 5844.33 $844.33 $0.00
Thrift Savings Plan, Member Contributions $92.29 $92.29 $0.00
TOTAL DEDUCTIONS $936.62 $936.62 $0.00
ALLOTMENTS
TRICARE Dental $32.89 $32.89 $0.00
TRICARE Choice Health Plan $0.00 $23691 $236.91
TOTAL ALLOTMENTS $32.89 $269.80 $236.91
MONTHLY PAY $3,616.24 $3,807.38 $191.14

Modernizing the retirement system can also provide additional value for Service
members. Take, for example, a blended retirement system that features a modified
version of the current DB, a defined contribution {DC) component through TSP, and
lump-sum continuation pay awarded at 12 years of service (YOS). The DC component
of this blended plan would provide new retirement benefits to the 83 percent of the
Force that would otherwise leave service without Government-sponsored retirement
savings. It would allow Service members over time to increase retirement savings
through compounding investment returns.3 Service members who contribute to TSP
would reduce their taxable income because contributions would be invested as pretax
dollars, which would allow Service members to retain more income. The combination
of DB and DC assets, plus continuation pay, would be expected to exceed the value of
the current DB-only retirement system for those who reach 20 YOS. As shown in
Figure 1, the net present value of the current DB annuity for a typical enlisted Service
member who retires after 20 YOS would be $201,282. Under a blended retirement
system in which the Service member contributes 3 percent of their basic pay to the DC
plan, Government-sponsored retirement assets at 20 YOS would total $217,131, an
increase of 8 percent. The Service member’s own DC contributions would be valued at
another $31,518, providing total retirement assets valued at $248,649. The value of
Government-sponsored retirement assets for officers would be expected to increase by
10 percent.

2 Assumes an active-duty E5 who has dependents, has 10 YOS, is stationed at Fort Bragg, and is in a 15 percent
Federal tax bracket. Alternative compensation system values are estimated assurning implementation of the
Commission’s recommendations and assuming that the Service member will contribute 3 percent of basic pay into the
Thrift Savings Plan and will participate in the proposed health benefit program {i.e., TRICARE Choice}.

2 See Recommendation 1 of this report for details of TSP.
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Figure 1. Retirement Assets of a Retiring Active-Duty E7, Current
vs. Blended Retirement Plans#
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Results from the Commission’s survey show that Service members recognize the
increased benefit of alternative compensation systems. As shown in Figure 2, active-
duty survey respondents indicated that they would prefer the modernized
compensation system detailed in this report over the status quo by a margin of 4 to 1.5
While being more preferable, the proposed compensation system improves fiscal
sustainability, providing a win-win solution for Service members and the Services.

* The Commission reviewed policies associated with RC members in a nonpay status who drill for points for retirement
purposes, particularly those of the Navy {(BUPERSINST 1001.39F) because it represents many of these RC members,
According to Navy Reserve manpower subject matter experts, most of these Navy RC members reached high-year
tenure without accumulating 20 years of qualifying service for retirement purposes. Nonpay drilling allows these
members to reach retirement eligibility requirements. Some members voluntarily request to be in a nonpay drilling
status to accommodate their individual needs. Others are unable to find a vacant billet for which they would receive
both pay and drill points, typically because they were promoted out of a paid billet during a time when promations
were nat connected to vacancies at the next pay grade. Navy RC promotion policies have changed to generally prevent
promotions independent of paid billets at the next pay grade. The Commission urges the Services to communicate
policy concerning nonpay drilling to RC memhers earlier in their careers and to align RC manpower and personnel
levels to further reduce nonpay drilling. Service members would receive CP to promote midcareer retention. This
comparison of retirement assets assumes CP is saved and invested for retirement.

5 The figure represents a closc approximation of the preferences of the Commission’s recommendations, since the
survey did not address all compensation recommendations of the Commission.
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Figure 2. Percent of Active-Duty Service Members Who Prefer the
Current or Proposed Compensation System
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Member Choice, Access, and Quality. A fundamental mismatch has developed
between the conditions and requirements of a 21st century workforce and some
Uniformed Service compensation programs. The modern civilian workforce prioritizes
characteristics such as choice, access, and flexibility over rigid compensation
structures. While military life is different from that of civilians, the Services necessarily
recruit and retain Service members from broader labor markets. If the Uniformed
Services compensation system does not adjust to the preferences of labor market
participants, the Services will be at a growing competitive disadvantage for attracting
our Nation’s best workers.

Substantial changes in demographics and society are not reflected in key aspects of
the current compensation system, much of which dates back to 1973 and the birth of
the All-Volunteer Force or earlier. Similarly, demographic changes in the Force, such
as the increase in women and Service members with children, reflect trends that are
not accurately incorporated into the current compensation and benefits package. In
the 21st century, prospective recruits and current Service members considering
whether to transition to the civilian sector are better educated and more
technologically savvy than in previous decades.® Some current programs simply
comprise piecemeal updates or adjustments to long-standing programs and do not
fully reflect the changing preferences of both the Force and society.

The unprecedented operational use of the RC during the last 13 years of war also has
implications for the compensation system. In particular, mobilization of the RC
highlighted the need for higher levels of medical and dental readiness during
peacetime. Recurrent deployments of RC members also showed that processing RC
orders could be substantially more efficient. The Commission’s recommendations offer

s MCRMC, Report of the Military Compensation and Retirement Modernization Commission: Interim Report, June 2014,
248-267, http:/ /www.mcrmec.gov/index,php/reports.
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additional health and dental care choices to RC members and streamline RC duty
statuses. These improvements would smooth the movement of the RC between
operational and strategic postures. Nonetheless, DoD should determine the future
posture of the RC and ensure compensation resources are aligned to support the
National Guard and Reserves. Such alignment would better meet the needs of Service
members and positively affect recruitment, retention, and readiness.

Service Flexibility. The Services, as well as Service members, would benefit from
additional flexibility in the compensation system. Changing national security
requirements will necessarily demand adjustments to manpower requirements.
Compensation requirements will vary with changes in the national economy or labor
markets. Service personnel managers therefore need a compensation system with
which they can easily adjust compensation to obtain the appropriate mix of personnel
skills and experience levels. In particular, the Services may benefit from the authority
to vary retirement options for different career fields. The retirement system is
instrumental in determining the shape of the Services’ force profiles.? Yet the current
one-size-fits-all retirement system does not address fundamental differences in the
skill sets, training requirements, and career paths of various professions. For example,
doctors, linguists, and cyber personnel have skills that are expensive to acquire and
improve over time. The Force may benefit from a flexible retirement system that
incentivizes them to remain in service longer than other occupational specialties.

The Services would also benefit from additional flexibility in the management of the
Military Health System. A coordinated, strategic framework is required to sustain and,
whenever possible, improve upon the tremendous medical skills that were
accumulated during the last 13 years of war. New command oversight, coupled with
authorities and tools to enhance medical training opportunities during peacetime,
would prevent the potential atrophy of operational medical skills and expertise that
are critical to DoD’s operational mission. In particular, DoD would benefit from the
authority to attract additional cases into Military Treatment Facilities related to
essential medical capabilities that should be retained within the military’s medical
force for national security purposes.

Effective Oversight. The Nation requires strong and dedicated oversight of military
personnel and readiness programs to maintain the high combat and support
capabilities that have developed during 13 years of war. The tools that contributed to
the Force’s success should be sustained and, whenever possible, improved. Lessons
learned during the wars need to be integrated into peacetime training programs and
institutionalized throughout the Force. This need for centralized leadership and a
focus on combat readiness is especially important in military medicine.
Recommendations in this report address additional oversight and readiness tools
within DoD.

Two additional improvements, both beyond the scope of this Commission, may serve
to further enhance the Nation’s capability to provide the best quality medical care for
Service members, both on the battlefield and as they transition from DoD to VA care.
First, Congressional oversight of DoD and VA medical programs is not unified, which
may contribute to ongoing shortfalls in coordination between the two Departments
and weaknesses in transitioning Service member care from DoD to the VA.

7 See Section 3, Recommenadation 1 for further explanation.
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Recommendations in this report seek to improve the ways in which DoD and VA work
together, but coordination would be further improved if Congressional appropriations
committees were realigned to provide unified oversight of both medical systems. The
House and Senate Appropriations Subcommittee for Military Construction, Veterans
Affairs, and related Agencies could expand their jurisdiction to include DoD’s military
health delivery system. The Subcommittee would have appropriations oversight over
the construction of DoD and VA hospitals, clinical operations, information
technologies, supply-chain, operations, and related work streams. Doing so would also
provide the kind of long-term support and oversight a $100-billion-per-year health
care system needs.

The Commission does call for a continuous effort toward increased collaboration
between DoD Health Affairs and VA Health Administration to capture synergies of
excellence with the goal of seamless transition of Service members and veterans. It is
prudent and worthy for the Congress to explore all possibilities and opportunities to
improve the DoD and VA health systems including the consideration of creating a
single military health care system for all current military and eligible veterans. To
determine the structure, authorities, and leadership responsibilities of such a health
system was beyond the scope of this Commission and would require systemic changes
that may take years to implement effectively.

Fiscal Sustainability and Federal Budget Pressures. Though the fiscal
sustainability of Uniformed Services compensation is both relevant and important, the
modernization of Service compensation cannot be the cornerstone of attempts to
address larger political goals or budgetary concerns. Recent trends placing continued
downward pressures on military budgets are expected to continue. National security is
a Constitutional priority and fiscal challenges facing the Nation cannot be solved by
focusing solely on the Services. Any attempts to use changes in Service members'
compensation and benefits to do so would undermine the effectiveness of the All-
Volunteer Force.

Maintenance of the All-Volunteer Force requires compensation levels that allow
recruitment and retention of high quality personnel in service to our Nation's defense.
Though the men and women of the Services have demonstrated time and again a
willingness to make substantial sacrifices to serve the Nation, fair and adequate
compensation and a good quality of life should not be included among the items
Service members forgo. The Commission does not take a position on compensation
levels. These items are the appropriate domain of the Congress and the Uniformed
Services, so they can preserve the flexibility to build and maintain the Force necessary
to meet national security needs. The Commission does conclude that any general
reduction in Service member compensation must be part of a larger national
discussion regarding budgetary constraints and entitlements, which is beyond the
scope of this Commission.

It is possible, however, to modernize some compensation programs to improve their
value to Service members while making them more fiscally sustainable. Improvements
in the efficiency of some compensation programs would allow for win-win situations
that improve responsiveness, quality, and outcomes for Service members and thei
families, while lowering cost to the American taxpayer. Where such opportunitiecs
exist, the Services’ compensation system should be improved to implement efficiencies
as a means of good stewardship. While maintaining the overall value of the current
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benefits package, these recommendations offer efficiencies that reduce Government
expenditures by as much as $10 billion per year.

Other Agency Programs. The Commission reviewed a large number of programs
affecting Service members across Government agencies, and its recommendations for
modernization focus primarily on programs funded and administered by the
Uniformed Services. The recommendations in this report account for benefits that
Service members receive from other Government agencies; however, this report does
not, for example, contain recommendations related to Department of Veterans Affairs
disability compensation or programs such as Department of Education Impact Aid.
Nevertheless, the targeted modernization of key compensation and benefit programs
could improve the experiences of Service members across the board.

Improving choice, access, and quality for Service members and their families should
be at the heart of any modernized compensation system. This system should retain
the core strengths that have sustained our Nation’s All-Volunteer Force for 42 years
and through 13 years of war, while definitively modernizing programs and program
components that inadequately reflect the conditions and preferences of a 21st century
workforce. Doing so would improve the value of compensation programs to Service
members and their families. It would also allow the Services to recruit and retain
quality personnel in a more competitive employment landscape, and through
improvements in efficiency and accountability, it would help ensure continued fiscal
sustainability of the compensation system for years to come.
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3. RECOMMENDATIONS

PAY AND RETIREMENT

RECOMMENDATION {: HELP MORE SERVICE MEMBERS SAVE FOR
RETIREMENT EARLIER IN THEIR CAREERS, LEVERAGE THE RETENTION
POWER OF TRADITIONAL UNIFORMED SERVICES RETIREMENT, AND GIVE
THE SERVICES GREATER FLEXIBILITY TO RETAIN QUALITY PEOPLE IN
DEMANDING CAREER FIELDS BY IMPLEMENTING A MODERNIZED
RETIREMENT SYSTEM.

Background:

Currently, Service members in the Active Component {AC} may request to retire after
20 years of service (YOS).! Beginning the month after retirement, they receive annuity
payments on the first day of each month.? These annuity payments are generally
calculated by multiplying a member’s retired pay base by 2.5 percent for each year of
creditable service.3 Before January 1, 2007, the multiplier was capped at 75 percent of
a Service member’s retired pay base; however, this cap has been lifted for Service
members retiring after January 1, 2007.4

Service members in the Reserve Component (RC) may also request retired pay after
20 years of creditable service.5 The formula for calculating their monthly annuity
payments is the same as for AC Service members; however, years of service are
calculated by dividing the number of Reserve points by 360.6 There are two major
distinctions between RC and AC retirement pay. RC annuity payments do not begin
until retirees reach age 60,7 and only years in which RC Service members accumulate
50 Reserve points are considered “creditable.”

! Each Uniformed Service has its own authority found respectively at Armed Forces, 10 U.S.C. §§ 3911, 3914 (Army}):
Armed Forces, 10 U.S.C. §§ 6323, 6330 {Navy}; Armed Forces, 10 U.S.C. §§ 8911, 8914 {Air Force}; Coast Guard,

14 U.S.C. 8§ 291, 355 (Coast Guard); Navigation and Navigable Waters, 33 U.S,C. § 3044 (NOAA Commissioned Officer
Corps}; The Public Health and Welfare, 42 U.S.C. § 212 {U.S. Public Health Service Commissioned Corps}.

2 Armed Forces, 10 U.5.C. § 1412(b}.

® Armed Forces, 10 U.S.C. § 1409(b}. Service members’ retired pay base is dependent upon the date they entered
service. 10 U.S.C. § 1406 provides that for a Service member who entered before September 8, 1980, the retired pay
base is his or her final month of basic pay. 10 U.S.C. § 1407 provides that for a Service member who entered after
September 7, 1980, the retired pay base is the total monthly basic pay for the member’s last 36 months divided by 36.
Pursuant to 10 U.S.C. § 1409(b}{2), if a Service member elects to recejve the 15-year Career Status Bonus, his or her
multiplier is reduced by 1 percent for each full year that the member’s years of creditable service are fewer than 30.

4 National Defense Authorization Act for FY 2006, Pub. L. No. 109-364, § 642, 120 Stat. 2083, 2259-2260 {2006).

S Armed Forces, 10 U.S.C. § 12731.

%10 U.S.C. § 12733. The years of service to be credited to the Service member are calculated by dividing 360 into the
member’s total points except that the member is capped to 130 points in a 1-year period. That cap does not apply to
points earned for active service.

7 Armed Forces, 10 U.S.C. § 12731. Under 10 U.S.C. § 12731(f), a Service member in the Reserve Component may
begin to receive retired pay before the age of 60, For every 90 days of active service in a designated combat zone, the
cligibility age is reduccd by 3 months. The eligibility age may not be reduced to younger than age 50.

® Armed Forces, 10 U.S.C. § 12732. Points may be earned [or various reasons, including membership in the Reserve
Component, active service, and drill attendance.
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Since 2000, Service members have been authorized to participate in the Thrift Savings
Plan (TSP),® which is a defined contribution (DC) plan that allows eligible participants
to contribute a portion of their pay into a tax-deferred investment account.® The TSP
was created as part of the reform of the Federal civilian employee retirement plan in
1986.11 It is maintained by the Federal Retirement Thrift Investment Board, which sets
the investment policies for the plan.!? Contributions to the TSP can be invested
through a series of funds with broad market diversification, including short-term
U.S. Treasury funds, corporate bond funds, and both domestic and international stock
index funds.!3 Over time, funds invested in TSP generally increase in value because of
compounding investment returns. According to TSP, investments in corporate bonds
and stocks “have higher potential returns than ... Government securities,” although
they “also carry the risk of investment losses.”4 The Services do not contribute to
Service members’ TSP accounts.!s

The existing retirement system is effective in providing benefits to Service members
who retire after 20 years of service. As such, it plays an important role in readiness
and retention of the All-Volunteer Force, especially among members who have served
10 or more years, as discussed below.!6 The Service retirement system as currently
constituted, however, provides no benefits for Service members who serve fewer than
20 years, so these members receive no retirement benefit in compensation for their
service to the Nation.!?

The All-Volunteer Force increasingly comprises Service members born after 1980,
members of the “millennial” generation. Research has shown members of this
generation change jobs frequently and tend to favor flexible retirement options, rather
than the defined benefit pension plans preferred by previous generations.!8 Although
Service members who separate with fewer than 20 YOS may be eligible for service-
related benefits, including education benefits,!? preferential hiring,2¢ and employment

% National Defense Authorization Act for FY 2000, Pub. L. No. 106-65, §§ 661-663, 113 Stat. 512, 670-674 {1999) as
amended by National Defense Authorization Act for FY 2001, Pub. L. No. 106-398, § 661, 114 Stat. 1654, 1654A-167
{2000}

19 Government Organization and Employees, 5 U.S.C. §§ 8432(a), 8440(a}. Service members may also contribute to a
Roth TSP pursuant to Government Organization and Employees, 5 U.S.C. § 8432d.

11 Federal Employees’ Retirement System Act of 1986, Pub. L. No. 99-335, 100 Stat. 514 {1986).

12 Government Organization and Employees, 5 U.S.C. § 8472. The Board is required, pursuant to 5 U.8.C. § 8438(bj{1),
to establish five different index funds: one each for Government Securities, Fixed Income, Common Stock, Smatll
Capitalization Stock, and International Stock. The Board has also created lifecycle funds that automatically allocate
funds in a participant’s account to meet the needs of a participant’s anticipated retirement date.

13 Thrift Savings Plan, Surmary of the Thrift Savings Plan, accessed December 12, 2014,

http:/ /wew.tsp.gov/PDF /formspubs/tspbk08.pdf.

4 Thrift Savings Plan, Surmmary of the Thrift Savings Plan, 14, accessed December 12, 2014,

http:/ /wew.tsp.gov/PDF /formspubs/tsphk08.pdf.

13 5 U.S.C. § 8440e(e} prohibits contributions from the Services unless there was an agreement reached pursuant to
37 U.S.C. § 211{d).

16 See e.g., Department of Defense, Report of the Tenth Quadrennial Review of Military Compensation, Volume I Deferred
and Noncash Compensation, July 2008, 10, accessed December 14, 2014,

http:/ /www.dclense.gov/news/ grmereport.pdf. See also Baylor University, Reduced Retirernent Benefits: Should [ stay
or go?, accessed August 26, 2014, https:/ /bearspace.baylor.edu/J_West/www/retire.pdi. See also Figure 1.

17 Armed Forces, 10 U.S.C. §§ 3911, 3914, 6323, 6330, 8911, 8314. Coast Guard, 14 U.S.C. §§ 291, 355. Navigation
and Navigable Waters, 33 U.S.C. § 3044. The Public Health and Welfare, 42 U.S.C. § 212.

16 Transamerica Center for Retirement Studies, Millennial Werkers: An Emerging Generation of Super Savers, 15"
Annual Transamerica Retirement Survey, 9, accessed November 10, 2014,

http:/ /www.transamericacenter.org/ docs/default-source/resources/ center-research /tcrs2014_sr_miliennials.pdf.

1% Veterans Benefits, 38 U.S.C. §§ 3311-3325.

20 Employment, 5 U.S.C, § 2108,
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assistance,?! the current retirement system does not provide them with any financial
contribution toward their long-term economic security after separation.

For additional information on Uniformed Services retirement, please see the Report of
the Military Compensation and Retirement Modernization Commission: Interitn Report
(Section 3.4).

Findings:

Force Profiles

In developing recommendations to modernize Uniformed Services retirement and
compensation systems, the Commission’s primary goal was to ensure that the Services
can maintain the most professional All-Volunteer Force possible, during both
peacetime and wartime. An important part of this goal was making certain the
Services are able to maintain their desired rank and experience structures. Figure 3
displays the current active-duty force profiles.?2 Representatives of each of the
Uniformed Services communicated to the Commission the crucial message that any
modernized package of pay and benefits should enable the Services to maintain
similar active-duty force profiles.

Figure 3. Continuation Rates for Active-Duty Officers and Enlisted
Personnel, FY 2013
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The current defined benefit {DB) retirement plan23 is a key determinant in shaping
these force profiles. The active-duty force constitutes a “closed” personnel system in
which Service members are generally promoted from a pool of more junior members
already in the system.?* Many personnel, especially enlisted, separate from service

2 Veterans Assistance, 38 U.S.C. §§ 4100-4114

22 The force profile shows the number of personnel {in a service or skill} according to their years of service.

# In a defined benefit retirement plan, beneficiaries receive specified monthly payments upon retirement. See
“Definitions,” Internal Revenue Service, accessed December 10, 2014, http: / /www.irs.gov/Retirement-Plans/Plan-
Participant,-Employee/Definitions.

#* There are some exceptions to this general rule. For example, enlisted personnel who have successfully completed
semester hours at accredited colleges or universities may enlist at grades above E1 (see, e.g., Active and Reserve
Components Enlistment Program, AR 601-210, 15 {2013}), and medical doctors may enter the military at grades from
02 through O6 {see Armed Forces, 10 U.S.C. § 532{b}}.
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after their first term. This trend leads to steep declines in the percentage of members
who remain in service through the end of their first 8 to 10 years. Thereafter, the force
profile flattens as Service members begin to feel the “pull” of the current 20-year
retirement system.?> Financial incentives to remain in Service decline substantially
after the 20-year vesting point,26 leading to another drop in retention.

Service members feel the 20-year retirement pull most strongly at about their 10th
year of service. This pull generally occurs because Service members place more value
on the DB annuity payments as the likelihood they will reach the benefit eligibility
threshold increases.2” On average, younger members value the benefit less because
they are less likely to remain in the force for 20 years.?® The value of the annuity
benefit increases as Service members approach eligibility for earning the benefit?®
Ninety percent of enlisted members who remain in service at least 14 years will reach
retirement eligibility.3® Once Service members reach the vesting point, there is a drop
in retention as they retire and receive the annuity.3!

Service Member Choice

QOver time, the variety of private-sector benefit plans available to employees has
increased substantially.?? According to the Bureau of Labor Statistics, in March 2014,
74 percent of full-time, private-sector employees had access to one or more retirement
plans, and 86 percent had access to medical care benefits.33 Furthermore, private-
sector employers often utilize a variety of contribution benefits packages that allow
employees to opt in, including short- and long-term disability plans, supplemental life
insurance, and legal services, among others.3¢ Private-sector employers also normally
provide a menu of health care insurance plans to meet the needs of employees.35 Data
on the use of private health exchanges for U.S. employers show “enrollees chose the
health plan they felt offered the best value for themselves and their family, and liked
being able to select among multiple carriers.”36

%5 Paul F, Hogan, “Overview of the Current Personnel and Compensation System,” in Filling the Ranks: Transforming the
U 8. Military Personnel System, ed. Cindy Williarns (Cambridge: MA: Belfer Center for Science and International Affairs,
John F. Kennedy School of Government, Harvard, 2004}, 29-53.

26 According to Merriam-Webster Dictionary, vesting is “the conveying to an employee of the inalienable right to share
in a pension fund especially in the event of termination of employment prior to the normal retirement age.”

¥ Lazear, E.P. {1990}): “Pensions and Deferred Benefits as Strategic Compensation,” Industrial Relations: A Jourral of
Economy and Society, 29(2}, 264. See also Tenth Quadrennial Review of Military Compensation, Report of the Tenth
Quadrennial Review of Military Compensation, Volume II Deferred and Noncash Compensation, July 2008, 10, accessed
December 14, 2014, http.//www.defense.gov/news/grmereport. pdf. “Reduced Retirement Benefits: Should I stay or
g0?,” Baylor University, accessed August 26, 2014, https:/ /bearspace.baylor.edu/J_West/www/retire. pdf.

28 Lazear, E.P. {1990}: “Pensions and Deferred Benefits as Strategic Compensation,” ndustrial Relations: A Journal of
Economy and Society, 29(2}, 264.

29 fbid,

% Department of Defense, Report of the Tenth Quadrennial Review of Military Compensation, Volume I Deferred and
Noncash Compensation, July 2008, 31, accessed Dec. 10, 2014, http:/ /www,defense.gov/news/qrmereport.pdf,

21 Lazear, E.P. {1990} “Pensions and Deferred Benefits as Strategic Compensation,” Industrial Relations: A journal of
Economy and Society, 29(2}, 264.

22 Jeffrey R. Brown and Scott J. Weisbenner, Building Retirement Security through Defined Contribution Plans,
accessed December 9, 2014,

https:/ fwww.acli.com/Issues/Retirement%20Plans/Documents/Brown%20Weisbenner_FullPaper.pdf.

32 Bureau of Labor Statistics/U.S. Departiment of Labor, Employee Benefits in the United States —~ March 2014,
accessed December 9, 2014, http://www.bls.gov/news.releasc/pdf/ebs2.pdf.

% See Department of the Treasury, Internal Revenue Service, Employer’s Tax Guide to Fringe Benefits,

Publication 15-B, 1, accessed January 7, 2015, http:/ /www.irs.gov/pub/irs-pdf/p15b.pdf.

5 Ibid.

% “On Private Health Exchanges, Choice Drives Satisfaction,” Society for Human Resource Management, accessed
December 9, 2014, http://shrm.org/hrdisciplines/benefits/articles/ pages/private-health-exchanges.aspx
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The Uniformed Services have also begun to recognize the benefits of providing
members with more choices. For example, Assignment Incentive Pay (AIP} was created
in 2003 “to attract volunteers to fill jobs/billets that have been identified as
historically difficult to fill.”37 Under the AIP program, Service members can choose to
submit bids representing the additional compensation they would accept for hard-to-
fill assignments.3® By allowing Service members some choice in assignment and
related compensation, AIP “has become extremely popular and is the military’s
preferred way to compensate troops from all of the services for certain unusual and
extended assignments.”®® Similarly, DoD’s experience with voluntary separation
incentive® and career status bonuses?! reveals some Service members prefer lump-
sum payments to typical annuities.®2 Continuing to increase flexibility and Service-
member choice in the compensation system would enable the Services to more readily
adapt to changing views and values of the next generation of recruits.

Defined Benefit Inequity

Observers, including military leaders and past commissions, have commonly criticized
the current retirement system for its inequity.*® Uniformed Services retirement is
contingent on 20-year “cliff vestinga system in which only those who complete a
20-year career receive benefits.*4 Under the current Uniformed Services retirement
system, 83 percent of all enlisted personnel and 51 percent of officers receive no
retirement savings for their service.®> Many comments received by the Commission
also spoke to this inequity in the current DB-only retirement plan:

There should be Government matching to TSP. Those members who do not
serve 20 years have zero support from their employer (DoD} with regard to
retirement.46

37 “Assignment Incentive Pay,” Navy Personnel Command, accessed December 10, 2014,

http:/ /www.public.navy.mil/bupers-npc/career/payandbenefits / pages/aip.aspx.

¥ Assignment Incentive Pay {AIP} Program, Policy Decision Memorandum 003-06, December 7, 2006, accessed
January 12, 2015, hitp://www, public.navy.mil/bupers-

npc/career [ payandbenefits/documents/ TABFAIPPDMOFDECO6.pdf.

¥ “Assignment Incentive Pay (AIP),” Military Compensation, accessed December 10, 2014,

http:/ /militarypay.defense.gov/pay/aip.htmi.

20 “VSI/88B Recoupment,” Defense Finance and Accounting Service, accessed December 10, 2014,

http:/ /www.dfas.mil/retiredmilitary/ plan/separation-payments /vsi-ssb-recoupment.htmi.

# “CSB/REDUX,” Defense Finance and Accounting Service, accessed December 10, 2014,

http:/ /www.dfas.mil/retiredmilitary/ plan / estirnate /csbredux.html.

42 Curtis J. Simon, John T. Warmner, and Saul Pleeter, “Discounting, Cognition, and Financial Awareness: New Evidence
from a Change in the Military Retirement System,” Econormic Inguiry, 53, no. 1, 318-334, accessed December 10, 2014,
http:/ /oniinelibrary.wiley.com/doi/10.1111/ecin. 12146/ pdf,

44 See Department of Defense, Report of the Tenth Quadrennial Review of Military Compensation, Volume II Deferred and
Noncash Compensation, July 2008, 12-16, htip:/ /www.defense.gov/news/qrmcreport.pdf. See also Defense Business
Board, Report to the Secretary of Defense: Modernizing the Military Retirement System, accessed November 10, 2014,
http:/ /dbb.defense.gov/Portals/35/Documents/Reports /2011 /FY 11«
5_Modernizing_The_Military_Retirement_System_2011-7.pdf._See also University of Pennsylvania, Wharton School of
Business, Public Policy Initiative, An Affordable and Equitable Retirement System for our Veterans, accessed Novemher
10, 2014, http://publicpolicy.wharton.upenn.edu/live /news/317-an-affordable-and-equitable-retirement-system-for.
See also David B. Newman, Mitigating the Inequity of the Militury Retirement System by Changing the Rules Governing
Individual Retirement Accounts for Service Members, {(Monterey, California: The Naval Postgraduate School, 1997}, 31-
44,

# Patrick Mackin, American Enterprise Institute, Expanding Access While Saving Money in the Military Retirement
Systemn, 4, accessed December 14, 2014, https:/ /www.aei.org/publication /expanding-access-while-saving-money-in-
the-military-retirement-systemn/.

%5 Department of Defense, Valuation of the Military Retirement System; September 30, 2012, 24, accessed December 10,
2014, http://actuary.defense.gov/Portals/ 15/Documents/MRF_ValRpt2_2012.pdf.

46 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.
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There should be some type of retirement or IRA for those individuals that
leave the military before 20 years.47

As someone who will very likely retire at or after 20 years, I feel it’s
important to keep that option for “Career military,” but when I was young
it seems too little for a large gamble. Think you need matching TSP option
to provide some vesting in a retirement option for those that choose to
serve less than a 20 year career, since you lose all personal retirement tax
benefits with the 20 or nothing option.+8

By comparison, the private sector is required by the Employee Retirement Income
Security Act (ERISA}# to vest its employees in company-provided retirement plans
within a much shorter time than the Services’ system vests Service members. The
timeframe for vesting depends on the type of retirement plan.5® Pursuant to ERISA,
any DB plan must cliff vest by 5 years of employment, or vest gradually during a
period of 7 years.5! A DC plan must cliff vest within 3 years, though graduated vesting
may take up to 6 years.5? As a result of these shorter private-sector vesting times, a
much higher percentage of private-sector employees receive some type of retirement
benefit, as compared to Service members who can only receive the retirement annuity
upon reaching 20 YOS.

As shown in Figure 4, 70 percent of Fortune 100 companies offered DC retirement
plans in 2013, and 23 percent offered “blended” plans that combine DC and DB
elements.5* The Society for Human Resource Management reported that 92 percent of
all private companies offered a DC plan in 2013, compared to 19 percent that offered
only a DB plan.>* Accordingly, private-sector employees earn retirement savings much
earlier in their careers than do Service members, who must currently wait until
20 years into a career to be eligible for any retirement annuity.

47 Survey respondent, comment submitied via MCRMC survey, July 1, 2014 to October 10, 2014.

48 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.

43 P.L, 93-406, 88 Stat. 829, enacted September 2, 1974, codified in part at 29 U.S.C. ch. 18

% See Internal Revenue Code, 26 U.S.C. § 411.

51 Internal Revenue Code, 26 U,S.C. § 411(a)(2)(A).

sz Internal Revenue Code, 26 U.S.C. § 411(a}{2)(B).

5% Towers Watson, Retirement Plans Offered by 2013 Fortune 100, accessed on November 10, 2014,

http:/ /www.towerswatson.com/en-US /Insights/Newsletters /Americas/insider/ 2013 /retirement-plans-offered-by-
2013-Fortune-100.

34 Society of Human Resource Management, 2013 Employee Benefits, An Overview of Employee Benefits Offerings in the
U.S., accessed October 23, 2014, 19, hitp://www.shrm.org/research/surveyfindings/articles /documents/ 13-0245
2013_empbenefits_fol.pdf.
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Figure 4. Fortune 100 Retirement Plans
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Depending on the structure and rules of the DC plan, employees could receive higher
investment rewards, may have preretirement access to accumulated retirement funds,
often receive benefits in lump-sum distributions, could have increased options for
inheritance by heirs other than a surviving spouse, and benefit from portability.ss
Portability is a central feature of DC plans, and though it is available in certain DB
plans, it is not a feature of the current Uniformed Services’ DB plan.56 The ability to
move one’s retirement savings throughout a career makes these plans attractive in
today’s workplace environment with its high rates of job change.5? Studies show that
younger generations prioritize retirement and health saving through workplace
benefitss® and that the number of first-time DC plan enrollees in the general economy
is quickly growing as young workers enter the labor force.® Approximately 40,000 of
these younger workers enrolled in their employer’s 401(k} plan for the first time during
the first half of 2014—a 55 percent increase from the same 6-month period in 2013.60
These trends have important implications for the attractiveness of the Uniformed
Services retirement system, which is not portable and has a very long vesting period.

Defined Contribution Plan Features

Certain features make some DC plans especially attractive to beneficiaries. Of
particular importance to shaping employees’ perspective on and interest in
participating in DC retirement plans are automatic contributions made by the
employer without any participation by the employee, employer matches of

S David Rajnes, Employee Benefit Research Institute, An Evolving Pension System: Trends in Defined Beneftt and
Defined Contribution Plans, EBRI Issue Report No. 249, September 2002, 44-45, accessed December 10, 2014,
http:/ fwww.ebri.org/pdf/ briefspdf/ 0902ib.pdf.

56 1bid, 45.

57 Ibid, 24. EBRI cites DOL data indicating that the average U.S. worker holds about nine jobs by the age of 32.
58 “Bank of America Merrill Lynch Report Finds Millennials Prioritizing Retirement and Health Savings Through
Workplace Benefits,” Bank of America, accessed December 11, 2014, http://newsroom.bankofamerica.com / press-
releases/ global-wealth-and-investment-management/ bank-america-merrill-iynch -report-finds-mille.

* “Why Millennials Are Flocking to 401(k}Js in Record Numbers,” Money, accessed October 24, 2014,

http:/ /time.com/money/3532253/401ks-millennials-saving-increase/.

60 Thid.
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contributions made by an employee, employee-friendly vesting policies, and automatic
enrollment into plans.

Automatic Contribution: Companies with top-rated DC retirement plans, including
about a third of the 250 largest U.S. corporations, provide additional contributions to
employees’ accounts, even when employees choose not to participate.$! Federal civilian
employees receive automatic contributions equal to 1 percent of their pay into their
TSP accounts, even if they do not contribute any of their own income.62 Although such
automatic employer contribution programs are attractive benefits for employees,
Service members do not currently benefit from automatic or standard contributions.6?

Matching Funds: “The vast majority of employer-sponsored savings plans include an
employer match.”® These payments match employee contributions based on a portion
of each dollar employees invest.®s In a survey of 476 companies, with 71 percent of the
respondents representing large companies (1,000 or more employees), 94 percent
reported providing matching contributions in cash versus company stock or a
combination of cash and company stock.66 Cash matching is the most prevalent form
of employee 401(k} match offered by employers.6? Data show participation in a plan is
higher when employers provide a matching contribution and the effect is similar
across income groups.® The data show when employers offer matching contributions,
many employees will contribute at least enough to maximize the match.¢® In a joint
survey conducted by WorldatWork and the American Benefits Institute, 66 percent of
respondents indicated at least half their retirement plan’s participants are
contributing enough to receive the full employer match.’¢ The survey showed
77 percent of the responding organizations’ employees contribute more than 5 percent
of their salary per paycheck.”? The Commission received numerous comments
expressing the sentiment that “TSP should have employer contributions””2 for Service
members and that the “Military should match a percent of TSP contributions, just as
DoD civilian contributions are matched.”?3

Vesting: The amount of time-in-service required before employees are entitled to retain
employer contributions to their retirement accounts—known as “vesting”—can affect
participant behaviors as well. Industry-wide and organization-specific issues can affect

51 “The Best 401{k}s: Retire at 60 From Conoco With $3.8 million; Facebook Last,” Margaret Collins and Carol
Hymowitz, Bloomberg, accessed December 11, 2014, http://www.bloomberg.com/news/2014-07-22/conocophillips-
best-among-401-k-plans-with-{facebook-last.html.

&2 Government Organization and Employees, 5 U.3.C. § 8432(c).

63 Government Organization and Employees. 5 U.5.C. § 8440¢(e}.

4 Brigitte Madrian, National Bureau of Economic Research, Matching Contributions and Savings Outcomes: A
Behavioral Economics Perspective, 3, accessed December 10, 2014, http://www.nber.org/papers/w18220.

5 Jamie Cowen, Employee Benefits Research Institute, Twenty-Five Years After Federal Pension Reform, 13, accessed
December 11, 2014, http:/ /www.ebri.org/pdf/briefspdf/EBRI_IB 07-2011_No359_FERS86.pdf.

& WorldatWork, Trends in 401(k} Plans and Retirement Rewards, 3, accessed October 22, 2014,

http:/ /www. worldatwork.org/waw/adimLink?id=7 1489,

7 Ibid,

s William F. Bassett, Michael J. Flemming and Anthony P. Rodrigues, How Workers Use 401X Plans: The Participation,
Contribution and Withdrawal Decisions, National Tax Journal, 51 no. 2 {1998), 276, accessed January 7, 2015,
http:/ /www.ntanet.org/NT.J/51/2/ntj-v51n02p263-89-how-workers-use-401.pdf.

8% Joanne Summer, Society of Human Resource Management, Finding the Right 401 (k) Match, accessed October 22,
2014, http:/ /www.shrm.org/hrdisciplines/benefits/articles /pages /40 1k-match-factors.aspx.

7 WorldatWork, Trends in 401{kj Plans and Retirement Rewards, 2, accessed October 22, 2014,

hitp:/ /www.worldatwork.org/ waw/adimLink?id=7 1489,

7t Ihid.

2 Survey respondent, comment suhmitted via MCRMC survey, July 1, 2014 to October 10, 2014.

3 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.
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the decisions employers make when it comes to 401(k) plan vesting and eligibility. For
example, employers in industries with low wages, and therefore low tenure and high
employee turnover, such as the restaurant and hospitality industries, might delay
employer contributions. If employees in these industries were immediately eligible for
plan participation and fully vested upon employment, the plan costs would increase
without generating a commensurate benefit to the company, such as employee
longevity.7* For Federal Employee Retirement System employees, there is generally a
3-year vesting period (2 years for most employees in Congressional and certain
noncareer positions] before they can keep the agency automatic ({1 percent)
contributions and associated earnings.?s

Auto-enrollment: Studies have shown that “by far the most effective method to
increase participation in defined contribution saving schemes is automatic
enrollment.”” Many studies have found complexity is a deterrent to participation in
savings plans. Automatic enrollment decouples the savings plan participation decision
from the contribution rate and asset allocation decision, which are viewed as difficult
and lead to procrastination.77 With automatic enrollment plans, a person is enrolled at
a default rate of contribution, and for many, their contributions are invested in a
default asset allocation. The effect of automatic enrollment is greatest for groups with
the lowest saving rates, generally younger, lower-income workers.” Because very few
people opt out of savings plan participation when they are automatically enrolled,
automatic enrollment promotes long-term savings for retirement.” In particular, only
2 to 3 percent of automatically enrolled employees opt out of savings plan
participation in a 12-month period.80 The WorldatWork and American Benefits
Institute joint survey showed 56 percent of respondents reported their company offers
automatic enrollment in their 401(k} retirement plans.8! Federal agencies
automatically enroll their newly hired or rehired civilian employees in TSP.82 According
to recent data, 96.1 percent of federal employees who are automatically enrolled into
TSP remained enrolled.8? Currently, Service members are exempt from automatic
enrollment.84

Although defined contribution plans offer Service members greater flexibility and more
choices, these benefits are accompanied by increased complexity. To take full
advantage of a DC plan, Service members must be informed of the choices available
and educated as to the consequences of making each of these choices. Providing such

7 Joanne Summer, Society of Human Resource Management, Finding the Right 401(k) Match, accessed October 22,
2014, http://www.shrm.org/hrdisciplines/benefits/articles/pages /40 1k-match-factors.aspx.

78 Government Organization and Employees, 5 U.S.C. § 8432(g).

7 Brigitte Madrian, “Matching Contributions and Savings Qutcomes: A Behavioral Economics Perspective,” in Matching
Contributions for Pensions: A Review of International Experience, eds, Richard Hinz, Robert Holzmann, David Tuesta,
Noriyuki Takayama {Washington, DC, The World Bank, 2013}, 298-309, accessed January 8, 2014,

http:/ /www.nber.org/papers/w18220.pdf {citing research of the effectiveness of automatic enroliment].

77 Thid.

78 Ihid,

9 Ibid.

8 James J. Choi, David Laibson, Brigitte C. Madrian, Andrew Metrick, Defined Contribution Pensions: Plan Rules,
Participant Choices, and the Path of Least Resistance, 11, accessed December 11, 2014,

http:/ /www.nber.org/papers/w8655.

8 WorldatWork, Trends in 401k} Plans and Retirement Rewards, March 2013, 4, accessed Decemnber 10, 2014
http:/ /www.worldatwork.org/waw/adimLink?id=7 1 489.

®2 Government Organization and Employees, 5 U.S.C. § 8432(b}{2).

82 TSP Official, email to MCRMC staff, October, 21, 2014.

# Government Organization and Employees, 5 U.S.C. § 8432(b)(2)(D){ii).
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information would require renewed emphasis on financial literacy.85 A small
investment in financial education, however, could have a disproportionately large
effect on employee participation in a DC plan and in the plan’s effectiveness. A 2008
study indicated that a provision to newly hired employees of relatively simple planning
tools designed to aid their understanding of a company’s DC plan increased
enrollment by 12 to 21 percent.# This increase is 2 or 3 times the effect of employer
matching, and more cost effective.8? If Service members are provided the financial
education necessary to make informed choices when utilizing a DC plan, they would
be more likely to use the plan and more likely to make choices tailored to their
individual situations—an important component of a modernized retirement model.

Retention with Defined Contribution

The effectiveness of Uniformed Services compensation can be measured by the
achievement of recruiting and retention goals, which in turn ensures the All-Volunteer
Force is staffed with sufficient personnel who have the appropriate skill sets.®® As
described above, the current DB retirement plan has a strong effect on maintaining
the current force profile, which the Services have stated they want to maintain. The
Commission analyzed potential changes or improvements to the current Uniformed
Services retirement system, and examined the retention effects of a blended retirement
plan for the Services.? The conclusion reached was that the current force profile could
be maintained with a retirement plan comprised of a majority of the current DB plan,
a new DC plan for all Service members, and additional continuation pay to provide
midcareer retention incentives.” These results are shown in Figure 5, which displays
current Active and Reserve Component force profiles (black lines} compared to the
projected force profiles (red lines) based on a blended retirement plan. The figures
show that retention under the blended retirement system is virtually identical to that
of the current DB-only retirement system.

8 For a thorough discussion of financial literacy, see The Report of the Military Compensation and Retirement
Modernization Commission: Final Report, Recommendation 3.

8 Annamaria Lusardi, Punam Keller, Adam Keller, New Ways to Make People Save: A Social Marketing Approach,” in
Quercome the Saving Slump: How to Increase the Effectiveness of Financial Education and Savings Programs, 19-20,
accessed December 11, 2014, http:/ /www.nber.org/papers/wi14715

87 See Brigitte Madrian, National Bureau of Economic Research, Matching Contributions and Savings Qutcomes: A
Behavioral Economics Perspective, accessed December 10, 2014, hitp:/ /www.nber.org/papers/w18220.

# Karl Gingrich, Brookings, Making it Personnel: The Need for Military Compensation Reform, 4, accessed November 10,
2014,

http:/ /www. brookings.edu/ ~/media/rescarch/files / papers /2012/ 2 / military%20compensation%20gingrich /02_milita
ry_compensation_gingrich.pdf

8¢ RAND Corporation, Analysis of Retirement Reform in Support of the Military Compensation and Retirement
Modemization Commission Progress Report, November 2014 (RAND performed this analysis pursuant to a contract with
the Commission}.

20 Ibid.
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Figure 5. Force Profiles: Current vs. Proposed Retirement Systemsw
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Each figure presents the current force profile {(in black). They also present {in red) the
force profiles that would result from a blended retirement system that maintains the
20-year vesting of the Services’ DB plan with a multiplier of 2.0, a new DC plan for
Service members, and continuation pay (i.e., midcareer payments to provide additional
retention incentives). The chart on the left shows projections for the AC and the chart
on the right shows projections for the RC. These models illustrate there would be no
appreciable difference in overall force profile when comparing the current retirement
plan to the blended retirement plan.

Based on the features of this blended approach, the DRM projects continuation pay
would be required at 12 YOS to maintain the current force profile. Table 2 shows this
continuation pay, displayed as multiples of a Service member’s monthly basic pay.
That is, retaining the Army’s current force profile would require paying Army active-
duty enlisted personnel continuation pay equal to 2.8 times their monthly basic pay,
assuming Service members are auto-enrolled to contribute 3 percent of their basic pay
in TSP and that the Services match these contributions. To the extent that the
Services need additional retention incentives, they would have the flexibility to
increase continuation pay. For each Service, the analysis shows a blended retirement

¢ RAND prajected these alternative force profiles with its Dynamic Retention Model (DRMj}, which is a mathematical
model designed to analyze structural changes in the military compensation system. The DRM projects individual
decision-making over each Service member’s life cycle assuming that members have various preferences for Active and
Reserve Component service. The parameters of this mode} are empirically estimated with data about 25,000 real
military careers, spanning 20-21 years, drawn from the Defense Manpower Data Center. The DRM relies upon military
pay and compensation information that was drawn from military pay tahles, as well as U.S. Census Bureau data to
model civilian pay epportunities. The DRM can be used to analyze retention both in steady-state and year-by-year
during transitions between compensation systems. More information on the DRM and its underlying methodology and
assumptions is available in RAND’s report, Analysis of Retirement Reform in Support of the Military Compensation and
Retirement Modernization Commission. Importantly, DoD also relied upon the DRM for retention analyses in its March
2014 White Paper, Concepts for Modernizing Military Retirement. See Department of Defense, Concepts For
Modernizing Military Retirement, http://rise.naus.org/documents/2014military-retirement-report. pdf.
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plan could create a steady-state force level and experience mix equivalent to the
current retirement plam.92

Table 2. AC and RC Continuation Pay Multipliers by Service

Enlisted Officer
AC
Army 2.8 0.9 13.0 6.2
Marine ‘Corps‘ 4.2 11 ' 11.7 5.8
Navy 4.8 1.2 15.2 6.7
Air Force 2.4 0.8 159 6.4

In addition to providing the Services the ability to maintain the current force profiles,
continuation pay provides flexibility for Service personnel managers to adjust force
profiles if future manpower requirements change. Continuation pay increases the
share of Service members’ lifetime compensation that is paid as current, rather than
deferred, compensation. Studies have repeatedly concluded the current retirement
system is heavily weighted toward deferred payments, even though typical Service
members are young and have a preference for current compensation, rather than
deferred. For example, the President’s Commission on Military Compensation (1978)
criticized the military retirement system as ineffective because it had little effect on
recruiting and early retention, but an extremely strong effect on retention after 10 or
12 YOS.%2 The Defense Advisory Committee on Military Compensation (DACMC)
(2006) also critiqued the compensation system, stating too much compensation is
deferred. The DACMC concluded that moving some compensation forward to current
pay would increase efficiency®® and substituting current retention pay for deferred
retirement pay is preferred by Service members and is less costly to the Government.95

Retirement Value with Defined Contribution

The blended retirement system has the potential to provide retirement assets that
Service members would value equal to or greater than those of the current DB-only
plan. The value of the biended plan can be measured in two ways. First, respondents
to the Commission’s survey provided their preferences for various potential features of
the retirement system. The survey methodology enabled the Commission to quantify
the dollar value of those preferences to easily compare among retirement system
alternatives (see Section 5 for further explanation of the survey methodology). For
example, Figure 6 shows that survey respondents preferred to be auto-enrolled in TSP
at 5 percent of their basic pay. Service members could also raise or lower their TSP
contributions to adjust their auto-enrollment levels.

%2 RAND Corporation, Analysis of Retirement Reform in Support of the Military Compensation and Retirement
Modernization Commission Progress Report, Novemnber 2014,

9% Dffice of the President of The United States, Report of the President’s Commuission on Military Compensation, April
1978, accessed December 19, 2014, http://babel hathitrust.org/cgi/pt?id=umn.31951d008302530;view=1up;seq=1

9% Defense Advisory Committee on Military Compensation, Completing the Transition to an All-Volunteer Farce: Report of
the Defense Advisory Committee on Military Compensation, 23,

% Ibid.
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Figure 6. Active-Duty Service Members’ Perceived Value:
TSP Auto-Enrollmentss
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As shown in Figure 7, the Comimission’s survey also showed that, compared to the
current DB-only plan, 54 percent of active-duty respondents prefer a blended
retirement system. The blended retirement system would have a lower DB multiplier,
and the survey showed a corresponding decrease in perceived value. Yet survey
respondents indicated increased value for automatic enrollment and Government
matching of TSP contributions. More recent entrants into service expressed a stronger
preference for the blended retirement system, with 60 percent of E1-E4 survey
respondents preferring a blended retirement system.

¢ This figure displays the average amount in dollars at which survey respondents valued compensation alternatives.
Presentation in dollar values allows the value of compensation features to be directly compared.
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Figure 7. Percent of Active-Duty Service Members Who Prefer the
Current or Proposed Retirement System®7
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The second way value can be measured is how much a stream of future annuity
payments is worth to a Service member at the time of retirement. Research shows that
the value a person attaches today to a stream of future payments is typically less than
the cumulative amounts eventually paid out.%8 A discount rate is applied to indicate
the stream of future payments. This total value is commonly referred to as the
payments’ “discounted net present value.”® Figures 8 and 9 illustrate the value of
retirement assets for an E7 and an O5 at their 20th year of service under various
retirement plans. The first bar shows the net present value of DB payments under the
current DB-only plan with a 2.5 percent retirement multiplier. The present value of
those DB payments would be $201,282 for enlisted personnel and $711,948 for
officers.

Subsequent bars show the value of retirement assets with a blended retirement
system with different levels of Service-member contributions into TSP. The light green
portion of each bar represents the net present value of DB payments, assuming a
2.0 percent retirement multiplier. The dark green portion represents the value of
Government TSP on behalf of Service members, including associated investment
earnings. The blue portion is the value of the continuation pay needed to maintain the
force profile, including investment earnings until 20 YOS. The gray-shaded portions on
the top represent the Service member’s TSP contribution, with associated investment
earmings.

The figures show that the blended retirement system, depending on investment
behavior, could result in Service members having greater Government-sponsored
retirement savings than the current DB-only retirement plan. For example, enlisted

97 Survey results, MCRMC survey, July 1, 2014 to October 10, 2014.

% See e.g., Aswatch Damodaran, Strategic Risk Taking: A Framework for Risk Management (New York: Pearson Prentice
Hali, 2008), 111.

99 “Discounted Cash Flow DCF, Net Present Value NPV, Time Value of Money Explained: Definitions, Meaning, and
Calculated Examples,” Building The Business Case, accessed December 17, 2014, https://www.business-case-
analysis,com/ discounted-cash-fow.html.
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Service members who contribute 3 percent of their basic pay into TSP accounts would
be expected to have Government-sponsored assets totaling $217,131 at 20 YOS. This
balance exceeds the $201,282 value they would derive from DB-only payments. In
addition to Government-sponsored assets, under the blended plan the members would
have saved $31,518 of their own funds, enhancing their financial status. Retirement
assets under the blended plan are even higher if Service members contribute 5 percent
of their basic pay to their TSP accounts, and retirement assets are lower if Service
members opt out of DC plan participation.

Figure 8. Retirement Assets of a Retiring Active-Duty E7,
Current vs. Blended Retirement Plans100
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109 Assumes: {1) An active-duty E7 who retires at age 38 after 20 YOS and who had a standard promotion path: (2} A
life expectancy of 85 years; {3} A personal discount rate of 12.7 percent (see RAND report, page XX}; {4} An automatic
Government contribution of 1 percent of basic pay into the Service member’s TSP account; {5) Matching Government
contributions of 3 percent of basic pay into the Service member’s TSP account; {6} Continuation Pay of 3.37 months of
basic pay at 12 YOS that is invested (average of AC Eniisted data in Table 2}; (7} Service member contributions of

3 percent of basic pay into the Service member’s TSP account; {8) The accumulated value of the TSP contributions is
estimated using the historical earnings data from the TSP (2001 - 2014}, Assuming an asset distribution similar to the
life cycle L2050 plan, the average rate of return is 7.3 percent per year. After adjusting for inflation over those years
{averaging approximately 2.35% per year), the real rate of return for the 1.2050 plan is 4.95 percent per year. Service
members would receive CP to promote midcareer retention. This comparison of retirement assets assumes CP is saved
and invested for retirement.
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Figure 9. Retirement Assets of a Retiring Active-Duty OS5,
Current vs. Blended Retirement Plansio!
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As mentioned above, the Commission’s survey indicated that more recent entrants
into service prefer a blended retirement system over the current DB-only plan.
Because the majority of Service members do not reach 20 YOS and vest for DB
payments, a blended retirement system would provide them with Government-
sponsored retirement savings that they would not otherwise obtain. Moreover, these
new retirement savings could be substantial, even for those who leave before 20 YOS.
Figure 10 presents the value of Government contributions into an E5’s TSP account at
8 YOS (in light green). If the ES contributes nothing into TSP, he or she would still
have $2,619 of TSP savings at 8 YOS because of automatic Government contributions
of 1 percent of basic pay. If the ES contributes 5 percent of his or her basic pay into
TSP, the Government would have contributed $12,748 of TSP savings by 8 YOS.
Furthermore, these balances could grow substantially over time because of investment
returns. As stated previously, funds invested in TSP generally increase in value
because of compounding investment returns, with investments in corporate bonds and
stocks having higher potential returns and investment risks.’02 Assuming the E5 left
service after 8 years, his or her TSP savings would grow by age 67 to $18,982 if he or

91 Assumes: {1} An active-duty O35 who retires at age 42 after 20 YOS and who had a standard promotion path; (2) A
life expectancy of 85 years; (3} A personal discount rate of 6.4% {see RAND Corporation, Analysis of Retirement Reform
in Support of the Military Compensation and Retirement Modernization Commission Progress Report, November 2014); {4}
An automatic Government contribution of 1 percent of basic pay into the Service member’s TSP account; {5} Matching
Government contributions of 3 percent of basic pay into the Service member’s TSP account; (6} Continuation Pay of 14
meonths of basic pay at 12 YOS that is invested {average of AC Officer data in Table 2}; {7} Service member
contributions of 3 percent of basic pay into the Service member’s TSP account; (8} The accumulated value of the TSP
contributions is estimated using the historical eamings data from the TSP (2001 -~ 2014}. Assuming an asset
distribution similar to the life cycle L2050 plan, the average rate of return is 7.3 percent per year. After adjusting for
inflation over those years {averaging approximately 2.35% per year}, the real rate of return for the L2050 plan is

4.95 percent per year. Service members would receive CP to promote midcareer retention, This comparison of
retirement assets assumes CP is saved and invested for retirement.

102 Thrift Savings Plan, Summary of the Thrift Savings Flan, 12, accessed December 12, 2014,

http:/ /www.tsp.gov/PDF/formspubs/tspbk08.pdf.
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she did not contribute to TSP, or to $92,408 if 5 percent of basic pay was contributed
{dark green bar).103

Figure 10. Value of Government TSP Contributions for an E5
Who Leaves After 8 Years of Service?04
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Conclusions:

There is substantial Uniformed Services, political, and academic support for a blended
retirement system. DoD’s March 2014 White Paper, “Concepts for Modernizing Military
Retirement,” proposed a new DC plan and an adjustment to the DB multiplier to either
2.0 or 1.75 percent.!05 The 10th Quadrennial Review of Military Compensation
proposed in 2008 a blended retirement system with both DB and DC elements.1%6 The
Defense Business Board proposed in 2011 replacing the entire DB plan with a DC
plan.197 The Defense Business Board’s all-DC proposal is not advisable because it
would make it more difficult for the Services to maintain their desired force profiles,
yet the Board’s proposal does provide additional support for the implementation of a
limited DC plan for all Service members.

The Uniformed Services retirement system should be modified to provide retirement
benefits to many more service members and maintain the value of retirement benefits

103 Withdrawals from TSP before age 59% may incur tax penalties.

% Assumes: {1} An active-duty E5 who leaves service after 8 YOS and who had a standard prorotion path; {2} An
automatic Government contribution of 1 percent of basic pay into the Service member’s TSP account; {3) Matching
Government contributions into the Service member’s TSP account; {4} Nominal annual investment returns equal to
4.95 percent; and (5} Inflation and Cost-of-Living Adjustments equal to 2.0 percent.

105 Department of Defense, Concepts For Modernizing Military Retirement, http://
www.merme.gov/public/docs/report /pr/Concepts_for_Modernizing Military,_Retirement_SBP_FN_15_16_27.pdf.
2% Department of Defense, Report of the Tenth Quadrennial Review of Military Compensation, Volume I Deferred and
Noncash Compensation, July 2008, xiil, http:/ /www.defense.gov/news/qrmcreport.pdf.

%" Delense Business Board, Modernizing the Military Retirement System: Task Group, Brief, 4-6, accessed Dec. 11,
2014, hitp:/ /dbb.defense.gov/Portals/35/Documents/Reports/2011/FY11-

5_Modernizing The_Military_Retirement_System_2011-7.pdf.
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for Service members who reach 20 YOS. Such modifications should allow for the
Services to maintain the requisite force profile.198 To accomplish this goal, the
Uniformed Services should implement a blended retirement system that offers both
DB and DC clements, plus continuation pay to maintain midcareer retention rates.
This approach would allow the Uniformed Services to compete more effectively with
the private sector for the high quality of personnel they have come to expect as part of
the All-Volunteer Force. A blended retirement system would also provide additional
options for Service members, as well as provide the Services the tools needed to
maintain the balanced forces required to defend our Nation.

The majority of the current DB plan should be maintained because of its strong
retention-pull effect on the Services’ force profiles. Both Active and Reserve
Component Service members should continue to vest for the DB plan after
20 qualifying YOS. DB retirement annuities for both components should be computed
as the retired pay basel® multiplied by 2.0 percent multiplied by YOS. All other
statutes pertaining to the existing DB retirement plan should remain in effect, except
that Service members whose retirement pay is otherwise grandfathered by existing law
must be allowed to opt in to the new blended retirement system.

Implementing a DC plan for all Service members is more equitable than the current
DB-only plan. A DC plan would promote savings and financial knowledge throughout
the Force, as well as ease Service members’ transition to civilian life by giving them
experience with the type of retirement system they would likely have with private-
sector employers after separation from service. Each Service member should be
enrolled automatically in a TSP account, and an amount equal to 1 percent of each
Service member’s basic pay should be deposited automatically by the Uniformed
Services into these accounts as a standard contribution from the Services. Service
members should be auto-enrolled upon entry into Service to contribute 3 percent of
their basic pay into their TSP accounts. The Uniformed Services should match a
Service member’s contribution up to 5 percent of basic pay. A period of 2 complete
YOS should be required before a Service member can vest in the Uniformed Services’
matching contributions, due to the high attrition that occurs during the first 2 YOS
(approximately 25 percent for enlisted personnel and 9 percent for officers).11?

To ensure they are able to maintain their desired force profiles, the Uniformed Services
should budget additional funds for continuation pay. A new continuation pay should
be authorized and paid at 12 YOS to all Service members who are willing and able to
commit to remain in service for an additional 4 years, through 16 YOS. Continuation
pay should be a lump-sum payment totaling 2.5 times Service members’ monthly
basic pay. To ensure funding for continuation pay, it should be authorized separately
from other special and incentive pays and be provided for in its own budget line item.
The Services should use special and incentive pays currently authorized for additional
midcareer retention bonuses as needed, thereby increasing Service flexibility to create
specific force profiles by Service and community.

168 By law, existing retirernent pay is grandfathered for current retirees and Service members who joined the Uniformed
Services prior to legislative enactment of this Recommendation, while also providing the option for these
“grandfathered” retirees and Service members to opt in to this new blended retirement plan. See National Defense
Authorization Act for Fiscal Year 2013, Pub. L. No. 112-239 § 674(h}(2} {2013) {as amended by National Defense
Authorization Act for Fiscal Year 2014, Pub. L. No. 113-66, § 1095(b}, 127 Stat. 672, 879 {2013)).

102 The retired pay base should be calculated according to Chapter 7 of Title 10,

1¢ Defense Manpower Data Center Data Base, accessed December 18, 2013.
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This combination of an adjusted DB plan, a new DC plan, and continuation pay,
provides the Services with the critical ability to maintain their current force profiles. It
also maintains the value of retirement assets for Service members who serve for at
least 20 years. To provide additional options to Service members, individuals should
be authorized to choose full or partial lump-sum payments of their working-age DB
payments, so as to allow them flexibility to receive retirement benefits based on their
individual life circumstances. Full monthly retirement annuity payments should
resume for all Service members at the full retirement age for Social Security benefits
{age 67 for those born after 1959) to ensure Service members have a stable, regular
income during normal retirement years. This full annuity should include all cost of
living adjustments prior to full retirement age, such that monthly annuity payments
are the same as the Service member would have received without the lump-sum
payment.

While a blended retirement system would allow the Services to maintain their current
force profiles, it may be desirable to alter force profiles in the future. Manpower
requirements will vary with changes in the security environment, the economy, and
labor markets. Service personnel managers therefore need a compensation system
with which they can easily adjust pay and benefits to obtain the appropriate mix of
skills and experience levels to maintain a balanced force. The Services would benefit
from additional flexibility to address fundamental differences in the skill sets, training
requirements, and career paths of various professions, subject to notification to and
approval by the Congress. Additional flexibility in the compensation system would help
the services compete for high-demand skill sets in the labor market.

Recommendations:
= The Uniformed Services should modernize the current retirement system by
adding a DC element to the DB plan. The DC element should incorporate the
following attributes:

- The DC element should reside entirely in TSP.

- The Uniformed Services should begin a monthly contribution of 1 percent of
members’ basic pay to Service members’ respective TSP accounts upon their
Service entry date. The contribution should continue until Service members
reach 20 YOS and should not depend upon their participation in TSP.

- The Uniformed Services should automatically enroll Service members in TSP
upon entry into service at an amount equal to 3 percent of their basic pay.
Service members should be allowed to raise or lower their TSP contribution
amount or to terminate their participation at any time. Service members
who terminate their participation will be reenrolled automatically the
following January at the 3 percent of basic pay amount. Service members
must earn basic pay in a given pay period to make TSP contributions and to
receive Government contributions into their TSP accounts.

- The Uniformed Services should begin matching each Service member’s
contribution to TSP, up to a maximum of 5 percent of monthly basic pay,
after the completion of each member’s second year of service. The matching
contribution will continue until the Service member reaches 20 YOS and is
dependent upon a Service member’s monthly participation in the TSP.
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- Service members should be vested in their TSP after 2 complete YOS {the
standard 1 percent contribution and matching contribution provided by the
Uniformed Services will belong to the Service member upon that date).

* The Uniformed Services should provide continuation pay for all Service
members who reach 12 YOS and are willing and able to obligate for 4 additional
years.

- All AC Service members should receive basic continuation pay equal to
2.5 times Service members’ monthly basic pay.

- All RC Service members should receive basic continuation pay equal to 0.5
times Service members’ monthly basic pay, as if he/she were an AC Service
member.

- Uniformed Services should budget additional funds for continuation pay, in
addition to basic continuation pay, to provide midcareer retention incentives
as needed.

- Basic and additional continuation pay should be paid from an authority to
be used only for the purpose of continuation pay. Continuation pay should
be budgeted in a new budget line item.

= The Uniformed Services should compute AC Service members’ retirement
annuity using a 2 percent multiplier times YOS, times the retired pay base. For
RC members, the same calculation should be used except YOS should be
computed by dividing Reserve points by 360. Both AC and RC members should
continue to be eligible for retirement after completing 20 YOS.

* The Uniformed Services should provide AC Service members the choice to
receive their retirement annuity in various forms: a monthly payment
beginning at their retirement date; a lump sum amount at retirement,
combined with a reduced monthly payment until eligibility for full social
security payments, at which point the full monthly annuity would begin; or a
{larger}) lump sum payment with no monthly payment until eligibility for full
social security payments, at which point the full monthly annuity would begin.

= The Uniformed Services should provide RC Service members the choice to
receive their retirement annuity in various forms: a lump sum amount at
retirement, combined with a reduced monthly payment until eligibility for full
social security payments, at which point the full monthly annuity would begin;
or a {larger} lump sum payment with no monthly payment until eligibility for
full social security payments, at which point the full monthly annuity would
begin. RC members should receive lump-sum payments upon their retirement
from the RC, which will generally be before their retirement annuity begins at
age 60.

= The Uniformed Services should allow any AC, RC, or retired member of the

Uniformed Services who is grandfathered in the current retirement system the
opportunity to opt in to the new retirement system.
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« The 75 percent cap on disability retirement when a Service member uses his or
her disability rating as the multiplier should be lifted. The multiplier for
disability retirement when a Service member uses his or her YOS as the
multiplier should be 2.0 times YOS.

» The Secretary of Defense should be given the authority to modify the years of
service requirements to qualify for retirement to either fewer or a greater than
20 years of service. The purpose of these modifications is to facilitate
management actions to shape the personnel profile or correct manpower
shortfalls within an occupational specialty or other grouping of members, as
defined by the Secretary. No modification should involuntarily impose
retirement program changes on currently serving members. DoD should provide
notice to the Congress regarding any proposed modification of the retirement
system and be prohibited from implementing a retirement system modification
unless a period of one year has elapsed following the day the Congress was
provided notice of the proposed modification.

Implementation:
= 5 U.S.C. §8440e governs the TSP program for members of the Uniformed
Services.

- 5 U.S.C. § 8440e(e) should be repealed to allow for the Services to make
contributions to TSP on behalf of the Service member. 37 U.S.C. §211(d)
should also be repealed.

- 5 U.S.C. §8440e should be further amended to require the Services to
match Service member contributions dollar-for-dollar up to 5 percent of
basic pay and to require additional contributions of 1 percent of basic pay
beginning at the date of entry regardless of the Service member’s
participation in TSP. This Code section should also be amended to require
the Services to begin matching contributions at YOS 3.

- 5 U.S.C. §8440e should be amended to include the TSP Spousal Rights
provisions as found in 5 U.S.C. § 8435.

= 5 U.S.C. § 8432 governs contributions into a participant’s TSP account

- 5 U.S.C. §8432 should be amended to vest Service members in the
automatic 1 percent after 2 years of service.

- 5 U.S.C. §8432 should be amended to require automatic enrollment of
Service members entering service after the effective date or for Service
members opting into the new retirement system. This section should also
require automatic re-enrollment of Service members each January.

* A new section should be added in Chapter 5, Title 37 of the United States Code
to require continuation pay to be paid at a rate of 2.5 months of basic pay at
YOS 12 for Active Component Service members and 0.5 months of basic pay at
YOS 12 for Reserve Component Service members. This new Code section should
authorize the payment of continuation pay only if a Service member elects a
4-year service obligation. This new Code section should reference the
repayment provisions of 37 U.S.C. § 373.
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= A new section should be added in Chapter 5, Title 37 of the United States Code
to authorize the Services to pay discretionary continuation pay equal
to13 months of basic pay at YOS 12. As with Basic Continuation Pay, this new
Code section should authorize the payment of continuation pay only if a Service
member elects a 4-year service obligation. This new Code section should
reference the repayment provisions of 37 U.S.C. § 373.

= 10 U.S.C. § 1409 should be amended to reduce the multiplier from 2.5 percent
to 2.0 percent for current Service members or retirees who opt in to the new
system or enter duty on or after the date of enactment. The opt-in period shouid
begin 180 days after enactment and remain open for 180 days.

= 10 U.S.C. § 12739 should be amended to reduce the multiplier from 2.5 percent
to 2.0 percent for those Service members who optin to the modernized
retirement system or enter into duty on or after the date of enactment. The
opt-in period should begin 180 days after enactment and remain open for
180-days.

» 10 U.S.C. § 1401 should be amended to reduce the multiplier from 2.5 percent
to 2.0 percent for those Service members who opt in to the new system or enter
duty on or after the date of enactment. The 75 percent cap should be repealed.

= 33 U.S.C. §3045 and 42 U.S.C. § 212 should be amended to conform the
retirement authorities of NOAA and USPHS, respectively, to the modernized
retirement system.

= 37 U.S.C. § 354 should be amended to sunset the authority to pay the Career
Status Bonus at the date of enactment, to provide authority for those Service
members currently receiving the bonus to continue receiving the bonus, and to
allow for those Service members who are receiving the bonus and who opt in to
the modernized retirement system to repay the bonus pursuant to 37 U.S.C.
§ 373.

= A new section should be added in Chapter 71, Title 10 of the United States
Code, to authorize the Services to provide a lump sum payout of a Service
member’s retirement pay that he or she would be entitled to between the date of
retirement and the attainment of Social Security age. This new Code section
should mandate the Secretary to promulgate regulations addressing the
actuarial procedure of determining the amount of the lump sum payment and
for collection of SBP premiums if a lump sum is elected. The new section should
allow for a 50 percent lump sum/50 percent annuity option. The new section
should also allow for the resumption of annuity payments when the retiree
reaches Social Security Age. This new section should also exclude Chapter 61
retirees {disability retirees) from eligibility for the lump sum payment.

* A new section should be added in Chapter 71, Title 10 of the United States
Code to authorize the Services to provide a lump sum payout of an RC Service
member’s retirement pay that he or she would be entitled to between the age of
60 and the attainment of Social Security age. This new section would require
the payment of the lump sum as of the date of retirement of the Service
member, which will generally be before the retirement annuity begins at age 60.
This new Code section should mandate the Secretary to promulgate regulations
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addressing the actuarial procedure of determining the amount of the lump sum
payment and for collection of SBP premiums if a lump sum is elected. The new
section should allow for a 50 percent lump sum/50 percent annuity option. The
new section should also allow for the resumption of annuity payments when the
retiree reaches Social Security age. This new section should also exclude
Chapter 61 retirees (disability retirees] from eligibility for the lump sum
payment.

38 U.S.C. § 5304 should be amended to require a Service member making an
election to receive a lump sum to pay back the offset from his or her VA
disability compensation.

10 U.S.C. § 1463 should be amended to authorize lump sum payments to be
paid out of the Military Retirement Fund.

A new section should be added in Chapter 74, Title 10 of the United States
Code to treat the Military Retirement Fund as a qualified trust under Internal
Revenue Code § 401(a}, so a Service member may roll the lump sum payment to
either TSP or another qualified retirement plan.

A new section should be added in Chapter 71, Title 10 of the United States
Code to authorize the Secretary of Defense to change the years of service
required of a Service member to be eligible to retire for specific military
occupations.

Any other regulations {including the Code of Federal Regulations, if applicable),
instructions, directives, or internal policies necessary to conform to the
recommendation described above should be reissued, updated, amended,
retracted, or otherwise changed as needed.
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RECOMMENDATION 2: PROVIDE MORE OPTIONS FOR SERVICE MEMBERS
TO PROTECT THEIR PAY FOR THEIR SURVIVORS BY OFFERING NEW
SURVIVOR BENEFIT PLAN COVERAGE WITHOUT DEPENDENCY AND
INDEMNITY COMPENSATION OFFSET.

Background:

The Survivor Benefit Plan {SBP) gives retiring Service members the option to provide a
lifetime monthly annuity to qualified survivors.!1! SBP provides survivors an annuity
equal to 55 percent of the base retirement pay the Service member elects to cover.1!2
Service members can elect coverage on any base dollar amount of their retired pay,
between $300 and their full retired pay.l!? In return for this survivor annuity, the
Service member’s retired pay is reduced by 6.5 percent of the base amount elected.114
The premium for plan participation is deducted from retired pay before taxes.1!5 Based
on the number and age of participants, investment rates of return, and mortality rate
assumptions, these Service member premiums cover approximately two-thirds of the
full cost of SBP coverage. DoD subsidizes the remaining amount.!16 In general, SBP
payments to the covered survivor are taxable income.!” Once the member has reached
age 70 and has participated in SBP for 360 months, the reductions in the retired pay
to cover the retiree’s share cease.!18

Survivors of retirees may also be entitled to Dependency and Indemnity Compensation
({DIC) payments from the Department of Veterans Affairs {(VA),19 if the Service member
died from: {1) a disease or injury incurred or aggravated in the line of duty while on
active duty or active-duty training, (2} an injury incurred or aggravated in the line of
duty while on inactive duty for training, or (3} a disability compensable under laws
administered by VA.120 DIC payments are nontaxable.12!

A survivor is generally restricted by law from receiving the full amounts of both SBP
and DIC benefits.122 SBP benefits are offset by the amount of DIC received, with the
total amount paid equal to the greater of the full SBP benefit or the DIC award.'23 DoD
proposed eliminating this offset and terminating the SBP subsidy in its March 2014
white paper on retirement options.’?*

1 See generally Armed Forces, 10 U.S.C. 8§ 1447-1455.

112 Armed Forces, 10 U.S.C. § 1451{a}(1).

112 Armed Forces, 10 U.S.C. 8§ 1447(6}, 1448(a)(3}.

114 Armed Forces, 10 U.S.C. § 1452(a}{1}. Premiums for spouse and child, child only, and insurable interests are
determined actuarially.

115 Internal Revenue Code, 26 U.S.C. § 122(a}.

116 The SBP subsidy for FY 2013 was approximately 36 percent of the total cost per participant. Information provided
by DoD Office of the Actuary, e-mail to MCRMC, October 7, 2014,

117 Internal Revenue Cede, 26 U.S.C. § 72{n) {(provides that if the SBP premiums were excluded from income, then the
payments received by the beneficiary are taxed: if not excluded, then SBP payments are not taxed until the beneficiary
receives the same amount that was paid in premiums),

uz Armed Forces, 10 U.S.C. § 1452(j}.

1% Veterans’ Benefits, 38 U.S.C. § 1310(a).

120 Veterans’ Benefits, 38 U.5.C. § 1310(a).

121 Veterans’ Benefits, 38 U.S.C. § 5301{a}.

122 Armed Forces, 10 U.S.C. § 1450(c). The Veterans Benefits Act of 2003 eliminated the SBP-DIC offset for surviving
spouses who remarty after attaining the age of 57 {see Veterans Benefits Act of 2003, Pub. L. No. 108-183, § 101, 117
Stat. 2651, 2652-2653 {2003) {codified at 38 U.S.C. § 103{d}{2){B}}.

123 Armed Forces, 10 U.S.C. § 1450(c).

12+ Department of Defense, Concepts For Modernizing Military Retirement, 39, http://

www.merme.gov/ public/docs/report/ pr/ Concepts_for_Modernizing_Military, Retiremnent_SBP_FN_15_16_27.pdf.
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For additional information on Survivor Benefit Plan and Dependency and Indemnity
Compensation, please see the Report of the Military Compensation and Retirement
Modernization Commission: Interim Report (Section 3.6) and (Section 3.6.1),
respectively.

Findings:

The SBP program has steadily become more attractive as an affordable way to provide
lifetime monetary benefits to retirces’ survivors. Eighty percent of Service members
who retired in 2013 enrolled in SBP, compared to only 58 percent who retired in
1993.125 This growth is even greater for enlisted personnel, 79 percent of whom
enrolled upon retirement in 2013, compared to 52 percent in 1993.126 The average
number of families receiving SBP payments in a year grew by 87.9 percent from 1993
to 2013 (from 172,425 to 323,903).1?7 In that same time period, SBP payments to
beneficiaries rose 216.7 percent {from $1.2 billion to $3.8 billion}.1?8 The majority
{80 percent) of retiring Service members elect SBP coverage on their full retired pay.129
This growth is largely due to DoD’s subsidy of SBP costs. If the program were not
subsidized, Service member costs would total 11.25 percent of the base amount
elected based on FY 2013 actuarial figures compared to 6.5 percent currently paid. 130

Service members broadly participate in SBP, yet the current DIC offset of SBP is
unpopular. For example, the Military Officers Association of America reported, “It is
apparent that the [SBP-DIC] offset is not only unfair but also unjustly affects so many
surviving spouses.”’3! Similarly, the American Veterans stated, “The offset of SBP
against DIC is inequitable because it penalizes survivors of military retired veterans
whose deaths are under circumstances warranting indemnification from government
separate from the annuity funded by premiums paid by veterans from retired pay.”132
The Disabled American Veterans also concluded, “Any offset between longevity military
retired pay and VA compensation is unjust because no duplication of benefits is
involved.”133 In FY 2013, 323,903 survivors received SBP benefits. Of these, 59,302
(20.7 percent} also received DIC payments, making them subject to the SBP-DIC
offset.13* The effect of the offset is somewhat mitigated by the reimbursement of SBP
premiums proportional to the DIC offset provided to survivors.

225 Department of Defense, Office of the Actuary, Statistical Report of the Military Retirement Systemn, Fiscal Year 2013,
227, accessed December 11, 2014, http://actuary.defense.gov/Portals/15/Documents/statbook 13.pdf.

126 Ibid.

127 Ibid, 228.

128 Ibid, 227. Report data and information provided by the Office of the Actuary stated that of the 2013 payments to
survivors, totaling $3.82 billion, $1.24 billion {32 percent} were funded from SBP premjums and $1.2

(32 percent) billion {37 percent} from interest earned on past premiums, leaving the remaining $1.38 billion

(36 percent} subsidized by DoD through appropriated funding.

125 DoD, Office of the Actuary, e-mail to MCRMC, September 19, 2014. E-mail correspondence also stated that another
8 percent of Service members selected coverage on 50-100 percent of retired pay, with the remaining 12 percent
choosing to cover less than 50 percent of retired pay.

130 DoD, Office of the Actuary, e-mail to MCRMC, October 8, 2014.

131 “AMAC Storming the Hill Event 2013,” Military Officers Association of America, accessed Novernber 6, 2014,
http:/ /www.moaa.org/amacstorming/.

132 American Veterans, Resolution 12-13: Survivor Benefit Plan, accessed Qctober 6, 2014,

hup:/ fwww.amvets.org/pdfs/legislative_pdfs/2012/12-13-survivor-benefit-plan.pdf.

133 “DAV Releases Mid-Winter Talking Points,” Disabled American Veterans, accessed October 6, 2014,

http:/ /www.dav.org/learn-more/news /2012 /dav-relcases-mid-winter-talking-points /.

13 DoD, Office of the Actuary, e-mail to MCRMC, October 7, 2014.
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Below are examples of Service member comments received by the Commission on
SBP-DIC offset:

SBP and DIC are two separate programs and should not be offset. Retirees
can get concurrent receipt fif eligible].135

[SBP}—hopefully without [DIC] offset—is going to take care of my wife who
held things together through my deployments.13¢

The SBP-DIC offset takes thousands of dollars out of those families’
pockets that really need it. I am asking that the SBP-DIC offset be
eliminated. I know this has been an ongoing issue, but it is time to do the
right thing.?37

The DoD proposal to eliminate SBP-DIC offset would raise the cost of the SBP for all
Service members, while reducing their choices. The DoD proposal would provide
Service members a choice to elect base coverage of either 25 percent or 50 percent of
their retired pay. These options would cost Service members 5 percent and 10 percent
of their retired pay, respectively.138 These options eliminate the current subsidy and
would make SBP coverage more expensive for all Service members, including those
who never receive DIC. Furthermore, offering only two options reduces Service
members’ flexibility to tailor SBP coverage to their individual financial situations.

Conclusions:

Survivor benefits could be improved by granting Service members the option of new
SBP coverage that is not offset by DIC. Service members should continue to have the
option to choose the current, subsidized SBP coverage. Alternatively, they should have
an option of fully funded SBP coverage that would not be subject to offset by DIC. The
amount paid by Service members should vary according to DoD actuarial calculations
of cost, based on number and age of participants, investment rates of return, and
mortality rate assumptions. Based on current figures, this new coverage would require
an 11.25 percent reduction of the Service members’ retired pay base amount
selected.3® Survivors of Service members who elect this new SBP coverage could
derive a greater overall benefit by receiving full SBP and DIC payments.

Recommendations:
= The existing SBP program should be maintained for Service members who want
to elect subsidized coverage that would remain subject to the SBP-DIC offset.

* A new SBP program should be implemented for which Service members would
fully fund SBP costs, but would no longer be subject to offset by DIC payments.
With unsubsidized coverage, Service members’ retired pay should be reduced by
the full cost of the benefit as determined annually by DoD Office of the Actuary.
As an example, based on FY 2013 data, the amount would be 11.25 percent of
the base amount elected. The base amount should not exceed 100 percent of

135 MCRMC letter writer, comment form submitted via MCRMC web site, April 4, 2014,

136 MCRMC letter writer, comment form submitted via MCRMC web site, November 15, 2013.

137 MCRMC letter writer, comment form submitted via MCRMC web site, November 4, 2013.

138 Department of Defense, Concepts For Modernizing Military Retirement, 14,
www.mcrmc.gov/public/docs/report/ pr/Concepts_for_Modernizing Military Retirement_SBP_FN_15_16_27.pdf.
139 DoD, Office of the Actuary, e-mail to MCRMC, October 8, 2014,
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the member’s retired pay consistent with existing statute. Survivors of the
Service members who select unsubsidized coverage would receive full SBP and
DIC payments without offset. Although this option has a greater out-of-pocket
cost to the Service member, it provides a greater overall benefit.

* The Services should provide retiring Service members and their spouses with an
individualized, detailed analysis of the costs and benefits of the alternative SBP
options, including potential costs and income from the current and new SBP
programs.

= Those currently participating in SBP should be provided a one-time opportunity
during the SBP open period to opt in to the new program.

Implementation:

= SBP is governed by 10 U.S.C. Chapter 73, Subchapter II. 10 U.S.C. § 1452
should be amended to allow for Service members to elect the new SBP option.
Service members who make the election will pay an annually determined
premium and not be subject to the DIC offset found in 10 U.S.C. § 1450(c). This
section should be further amended to require the Secretary of Defense to
promulgate regulations allowing a Service member to elect Spouse and Child
Coverage or Child Only Coverage without being subject to the DIC offset found
in 10 U.S.C. § 1450(c).

= 10 U.S.C. § 1452 should be amended to require the Services to provide retiring
Service members and their spouses with an individualized, detailed analysis of
the costs and benefits of the alternative SBP options, including potential costs
and income from the current and new SBP programs.

* Any other regulations {including the Code of Federal Regulations, if applicable},
instructions, directives, or internal policies necessary to conform to the
recommendation described above should be reissued, updated, amended,
retracted, or otherwise changed as needed.
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RECOMMENDATION 3: PROMOTE SERVICE MEMBERS’ FINANCIAL
LITERACY BY IMPLEMENTING A MORE ROBUST FINANCIAL AND HEALTH
BENEFIT TRAINING PROGRAM.

Background:

DoD has established a policy for Service family readiness that sets guidelines for
personal financial management {PFM} training.!*® According to this policy, Service
members and their families are provided with “tools and information they need to
develop individual strategies to achieve financial goals and address financial
challenges.”'4! The intent of this policy is to incorporate personal and family financial
objectives into the “organizational goals related to the recruitment, retention,
morale, and operational readiness of the military force.”!42 Marine Corps policy
states, “instilling financial responsibility and educating Marines and their families
about financial matters helps them control their current finances, save for the future,
and reduces distractions from mission focus.”!43 Similarly, Navy “operational
commanders have identified financial decision making and resultant financial
problems as having a serious negative impact on the stability of servicemembers and
families, as well as a debilitating effect on operational readiness, morale, and
retention.”44

The Services implement PFM training for their members according to their internal
policies.!45 The Army, for example, provides mandatory training to junior enlisted
personnel prior to their initial permanent change of station move and for personnel
who “abused and misused check-cashing privileges.”16 The Navy provides a series of
training courses for enlisted personnel, as well as both personal and leadership
training for its officers.147 The Air Force provides training for all personnel upon arrival
at their first duty stations and prior to deployments to facilitate preparation for
extended absences.#8 Each Service provides financial counseling for Service members
and their families.1#9 Topics covered by the financial counseling component of PFM
training include budgeting, banking, saving, credit and debt management, investing,
taxes, insurance, estate planning, and predatory lending practices.150

40 Military Family Readiness, DoDI 1342.22 {2012}.

1 Ibid, 15.

182 [bid, 2.

143 Personal Financial Management Education Provided by Non-Federal Entities, MARADMIN 061/13 (2013).

144 United States Navy Personal Financial Management Education, Training, and Counseling Program,

OPNAVINST 1740.5B CH-2, 1-2 (2010}.

5 Army Community Service, Army Regulation 608-1 {2013). Personal Financial Management Education Provided by
Non-Federal Entities, MARADMIN 061/13 (2013). United States Navy Personal Financial Management Education,
Training, and Counseling Program, OPNAVINST 1740.5B CH-2 {2010}. Airman and Family Readiness Centers, Air
Force Instruction 36-3009 {2014).

16 Army Community Service, Army Regulation 608-1, 23 {2013).

w7 United States Navy Personal Financial Management Education, Training, and Counseling Program,

OPNAVINST 1740.5B CH-2, Enclosure 5 (2010},

148 Airman and Family Readiness Centers, Air Force Instruction 36-3009, 16 (2014},

9 Army Community Service, Army Regutation 608-1 {2013). Personal Financial Management Education Provided by
Non-Federal Entities, MARADMIN 061/ 13 {2013}. United States Navy Personal Financial Management Education,
Training, and Counseling Program, OPNAVINST 1740.5B CH-2 (2010). Airman and Family Readiness Centers, Air
Force Instruction 36-3009, 16 (2014).

150 Military Family Readiness, DoDI 1342.22, 16 {2012},
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For additional information on financial literacy in the Military Services, please see the
Report of the Military Compensation and Retirement Modernization Commission:
Interim Report {Section 3.9).

Findings:

Existing financial literacy programs do not adequately educate Service members and
their families on financial matters. According to the 2013 Blue Star Families Annual
Lifestyle Survey, only 12 percent of Service member respondents indicated they were
receiving financial education from Service member training.!5! Furthermore,
90 percent indicated they would like to receive more preventive financial education,
and 82 percent indicated their spouse should be included in financial readiness
courses. 152

Academic research showed a correlation between Service member financial readiness
training and improved financial readiness among Service members.153 A 2012 study by
the Financial Industry Regulatory Authority (FINRA] concluded that Service
respondents, though performing well in many areas, often engage in expensive credit
card and nonbanking practices.!5% Specifically, Service personnel regularly make
minimum payments, pay late fees, or pay over-the-limit charges on credit cards. They
also commonly borrow from nonbank financial institutions {e.g., pawn shops}. Service
member comments, such as the following, also indicate a desire for additional
training.

I wish there was more mandatory education on retirement savings, in
either the TSP or IRAs. Most enlisted personnel, including higher ranks do
not understand how they work or the benefits associated with them.155

The key to successful retirement is educating people financially and in the
art of hiving well but inexpensively.’56

This shortfall in financial literacy training has been a long-standing issue. “In May
2003, DoD formally launched a financial readiness campaign to address Service
members’ poor financial habits and increase financial management awareness,
savings, and protection against predatory practices.”!3? DoD’s balanced scorecard,
developed in FY 2003, included indicators of personal finances for which evaluation
was based on junior enlisted personnel’s self-reported financial condition and ability to
make timely payments of bills.’5¢ DoD has formed partnerships with nonprofit
organizations and Government agencies to provide Service members with financial

151 Blue Star Families, 2013 Military Family Lifestyle Survey, Comprehensive Report, 34, accessed Dec. 10, 2014,
http:/ /www.merme.gov/public/docs freport/pr/BlueStarFamilies_2013MilitaryFamilyLifestyleSurvey_Comprehensive_
Report_May2013_p34_FinLit_FN_12-13-24.pdI.

152 Thid.

358 William Skimmyhorn, Office of Economic and Manpower Analysis, Department of Social Sciences, United States
Military Academny, Assessing Financial Education: Evidence from a Personal Financial Management Course, accessed
December 11, 2014, http:/ /www.globalfinlitsummit.com/wp-content/uploads/2013/11/Assessing-Financial-
Education-Skimmyhorn. pdf.

154 FINRA Investor Education Foundation, Financial Capability in the United States: 2012 Report of Military Findings,
14, http:/ /www.usfinancialcapability.org/downloads /NFCS_2012_Report_Military_Findings.pdf.

155 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014,

1% Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.

17 Government Accountability Office, Militury Bankruptries, GAO 04-465R, 2, accessed December 11,

http:/ /www.gpo.gov/{dsys/pkg/GAOREPORTS-GAQ-04-465R / content-detail. htmi.

338 [hid, 7.
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assistance programs.”'5? These partners encourage general financial fitness and well-
being.”160

Weaknesses in financial literacy are adversely affecting Service members and their
families. A bad credit report, a debt-collection action, or other financial problem can
be devastating for a Service member’s career and can affect the mission readiness of a
unit, which often cannot use a Service member who has lost a security clearance due
to financial problems.¢! In FY 2013, financial issues were the fourth highest-ranking
reason for losing security clearances, costing 1,129 military Service members their
security clearance.62

Costs associated with increasing financial literacy training would be offset, at least
partially, by associated savings. DoD estimated it would save between $13 million and
$137 million annually by providing Service members and their families more
protection against high-cost debt, consequently reducing the number of troops
involuntarily separated because of financial problems.16? According to these estimates,
between 4,703 and 7,957 military personnel would otherwise be involuntarily
separated because of financial distress. The cost of separating one Service member
can be as much as $57,333.164 Loss of experienced mid-grade noncommissioned
officers (NCOs) may be even costlier because such losses directly degrade mission
effectiveness.’65 Financial concerns detract from mission focus and often require
attention from Commanding Officers and senior NCOs to resolve outstanding debts
and other credit issues.166

Conclusions:

Service members’ financial literacy should be improved for the benefit of Service
members, their families, force readiness, and DoD cost-effectiveness. Implementing a
comprehensive PFM training program would help educate Service members and
provide them with enhanced tools to better protect their finances. Current training
programs could be better tailored to the behaviors of today’s Service members.
Financial education should be provided to Service members to develop a culture of
personal financial responsibility. Training should contain real-world, practical lessons
packaged to engage the youngest cohort of Service members. Technology-based
instruction should be enhanced with in-person coaching as necessary.167 A more

1% Government Accountability Office, Servicemembers Civil Relief Act: Information on Mortgage Protections and Related
Education Efforts, GAC-14-221, 16, http://www. gao.gov/assets/670/660398.pdf.

160 Ibid, 17.

61 Government Accountability Office, Personnel Security Clearances: Additional Guidance and Oversight Needed at
DHS and DOD to Ensure Consistent Application of Revocation Process, GAG-14-640, 18, accessed December 11, 2014,
http:/ /www.gao.gov/products/GAO-14-640.

162 Thid.

182 79 Fed. Reg. 58601 {September 29, 2014), See also “Shielding troops from high interest rates may help DoD,”
Military Times, accessed October 8, 2014,

http:/ /www.militarytimes.com/article/20141008/NEWS/3 10080053/ Shielding-troops-from-high-interest-rates-may-
help-DoD.

154 79 Fed. Reg. 58601 {September 29, 2014}, accessed December 11, 2014,

hitp:/ /www.gao.gov/assets/320/315051.pdf, estimating each separation costs the Department $52,800 in 2009
dollars]. The cost of $57,333 is calculated in 2013 dollars {through December 2013), using the U.S. Department of
Labor, Bureau of Labor Statistics, Consumer Price Index, All Urban Consumers {CPI-U}.

185 Department of Defense, Report: Enhancement of Protections on Consumer Credit for Members of the Armed Forces and
Their Dependents, 5, accessed December 11, 2014, hitp://www.consumerfed.org/pdfs/ 140429 _DoD_report.pdf.

362 Ihid.

7 Consumer Financial Protection Bureau, Office of Service Member Affairs Financial Fitness Forumn, Building Bridges
between the Financial Services Industry and the Department of Defense, accessed December 11, 2014
http://files.consumerfinance.gov/f/ 201209 _cfpb_Financial-Fitness-Whitepaper.pdf,
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robust PFM education program could save DoD millions of dollars per year by
reducing the number of troops involuntarily separated due to financial problems. PFM
training would become even more important with adoption of the Commission’s
recommendations on items such as the Thrift Savings Plan (TSP}, continuation pay,
and retirement options (see Recommendation 1}.

Educating Service members on health care benefits would also prepare them for the
increased choice and personal control that Recommendation 6 in this Report would
provide Service members. Many members enter the Service shortly after high school or
college and therefore have not likely purchased or selected through an employer
various health benefits. Accordingly, Service members should receive mandatory
health benefits seminars when they register one or more dependents, and when they
are nearing retirement from the Service. After completing the course, Service members
should better understand how health insurance works, how plan types are structured
and the differences among them, how to complete enrollment forms, and how to
manage the Basic Allowance for Health Care {(see Recommendation 6). Such a course
would also guide Service members as they proceed through their Service careers and
ultimately reenter the civilian sector.

Recommendations:

* DoD should increase the frequency and strengthen the content of financial
literacy training. At a minimum, training and counseling should be provided
during initial training, upon arrival at the first duty station {(upon arrival at
each duty station for E4/03 and below}, at the vesting point for the TSP
program, on dates of promotion (up to pay grades E5 and O4), for major life
events (e.g., marriage, divorce, birth of first child, disabling sickness or
condition), during leadership and pre- and postdeployment training, at
transition points {e.g., AC to RC, separation, and retirement), and upon request
of the individual.

* DoD should enhance the content of financial literacy training. One-time
training should be offered to educate the entire force on implications of this
Commission’s recommendations. Also, training on health care insurance
options and other recommendations from this Commission should be added to
existing curriculum.

* DoD should hire professional training firms to provide financial literacy
training. DoD should consider if these professional trainers should be certified
financial advisors. Outsourcing training requirements may require additional
funding, but would ensure this critical topic is not assigned as a secondary
responsibility. Improving financial literacy would also reduce long-term
personnel costs, which could defray additional training costs.

* Messaging from the Secretary of Defense; Deputy Secretary of Defense;
Chairman, Joints Chiefs of Staff; and Service Chiefs should reinforce the
importance of financial literacy from both readiness and quality of life
perspectives, and emphasize the popularity of similar programs in other
countries. The Deputy Secretary of Defense should also be assigned
responsibility for ensuring financial literacy training in his or her role as DoD’s
Chief Management Officer. For example, the Australian Defence Force created a
similar literacy program in 2006, and 95 percent of participants indicated the
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sessions they attended met their needs.168 Support and messaging from senio:
leaders was instrumental in the success of the Australian financial literacy
program.

DoD should require Defense Manpower Data Center (DMDC} to survey the force
on the status of financial literacy and preparedness and use the results as a
benchmark from which to evaluate and update the training and education as
needed. Results of the initial survey and follow-on surveys should be provided
to the Congress.

DoD should strengthen partnerships with other federal and nonprofit
organizations f{e.g., President’s Advisory Council on Financial Capability for
Young Americans, the Financial Literacy Education Council, and individual
Service emergency relief organizations).

DoD should provide an online budget planner with archival history capability
for each Service member. As changes in pay occur {e.g., promotion, arrival at
duty station with different BAH rate, dependent status}, the budget planner
should update automatically and prompt the Service member to complete it.

The Leave and Earnings Statement {LES) should be restructured to reflect
changes to compensation made as a result of this Commissions’
recommendations, to include TSP balances (current value and projected value
at 20-year point}, and also to provide a more accurate accounting by displaying
the value of benefits paid by the Government for the Service member (similar to
a Federal civilian employee’s LES).

Implementation:

10 U.S.C. §992 provides the statutory authority for consumer education
programs throughout DoD and should be amended to reflect the program
changes described in the recommendation. This section should be amended to
provide for changes to the frequency of financial literacy training. The language
should, at a minimum, indicate that training will be provided:

- during initial training;

- upon arrival at the first duty station;

- upon arrival at each subsequent duty station for each Service member
ranked E4/03 and below;

- on date of promotion (up to pay grades E5 and 04});
- at the vesting point for the TSP program;

- major life events (e.g., marriage, divorce, birth of first child, and disabling
sickness or condition};

- during leadership training;

188 Air Commodore Robert Brown, briefing with MCRMC, February 19, 2014,
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- during pre- and postdeployment training;

- at transition points (e.g., Active Component to Reserve Component,
separation, and retirement}; and

- upon the request of the individual.

This section should also mandate the Secretary to implement regulations
addressing other triggering events when financial literacy training will be
mandatory.

10 U.S.C. §992 should be further amended to expand the definition of
“financial services.” This new definition should include health insurance
options, budget management, TSP matching, retirement lump-sum options
{including rollover options and tax consequences), SBP options, and any other
topics the Secretary determines are needed to educate Service members.

10 U.S.C. §992 should be further amended to require DMDC to regularly
survey the force on the status of financial literacy and preparedness in its
“Status of Force” survey. Legislation should mandate that the Services use the
results from this survey as a benchmark to evaluate financial training and to
update financial training as necessary. The legislation should mandate that
DoD report the results of the initial survey and any follow-on surveys to the
Congress.

Additional legislation should require current Service members to receive
education on the implications of the Commission’s recommendations within
6 months of enactment.

A Sense of Congress provision should be enacted to encourage DoD to
strengthen partnerships with other federal agencies and nonprofit organizations
to improve the financial literacy and preparedness of members of the Armed
Forces, as well as to encourage the Chairman of the Joints Chiefs of Staff and
the Service Chiefs to provide support for the new financial literacy training
program.

Any other regulations (including the Code of Federal Regulations, if applicable),
instructions, directives, or internal policies necessary to conform to the
recommendation described above should be reissued, updated, amended,
retracted, or otherwise changed as needed. Such as:

- Volume 8, Chapter 9 of the DoD Financial Management Regulation (FMR)
provides the elements required on a Service member’s LES. Chapter 9
should be amended to reflect the Service member’s Basic Allowance for
Health Care, TSP balance, and a more accurate accounting of benefits paid
by the Government for the Service member.

- Chapter 9 of the DoD FMR should be further amended to require DoD to
provide an online budget planner for Service members that is updated
regularly at promotion points and changes in dependency status.

PAGE 51



139

MiLITARY COMPENSATION AND RETIREMENT MODERNIZATION COMMISSION
FiNAL REPORT

RECOMMENDATION 4: INCREASE EFFICIENCY WITHIN THE RESERVE
COMPONENT BY CONSOLIDATING 30 RESERVE COMPONENT DUTY
STATUSES INTO 6 BROADER STATUSES.

Background:

Although Active Component members have a single duty status——active duty-—Reserve
Component (RC} members serve under a variety of duty statuses. “Duty status reflects
a reservist’s availability to perform a specific mission, function, or job, and is linked to
appropriated funds and legal authorities.”’6? Titles 10, 32, and 14 of the U.S. Code
provide the authorities for the statuses, as well as various DoD policies (see Table 3}.
The status under which an RC member serves differs depending on a variety of
factors: whether the status is active duty, full-time National Guard duty, or inactive
duty; whether the duty is voluntary or involuntary; and whether the RC member’s
mission is training, support, or operations.!7¢ Statuses may differ based on the type of
appropriation that funds the status, {i.e., Military Personnel, Reserve Personnel, or
National Guard Personnel appropriation).}?! Statutory limitations for overall RC end
strength and the number of RC members who may be used for a specific purpose may
require a change in status during an RC member’s period of duty.!’2 In the current
system, each time the purpose or the source of appropriation for an RC member’s
orders changes, existing orders must be cancelled and new orders must be issued.!73
Table 3 displays the three RC authorities and various statuses that may be used to
call an RC member to duty.17+

Table 3. Current Reserve Component
Statutory Authorities and Duty Statuses

Title 10 United States Code

Full mabilization Disciplinary action Aid for state gavernments
Partial mobilization Annual active duty (up to 30 days} Enforce federai authority
Presidential reserve call-up Additional training and operational support  National Guard called to federal service
Major disaster/emergency response Medical evaluation and treatment Additianal training periods
Preplanned combatant command Medicaf care {duty < 30 days} Additionat flight training periods
Captive status Retiree recall Readiness management periods
Unsatisfactory participation {45 days} Muster duty Funeral henars duty
Unsatistactory participation {24 Duty at the National Guard Bureau

months)

Required training and other duty Additional training periods Readiness management periods
Additional training and other duty Additional flight training periods Funeral honors duty

Title 14 United States Code~—U.S. Coast Guard
Emergency augmentation

158 Michelle Dolfini-Reed and Darlene E. Stafford, Identifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM D0021656.A2, {Alexandria, VA: CNA, 2010}, 1.

17 Department of Defense, Office of the Undersecretary of Defense for Personnel and Readiness, The Report of the
Eleventh Quadrennial Review of Military Compensation, 133, accessed December 15, 2014,

http:/ /militarypay.defense.gov/reports/grme/ 1 1th_QRMC_Supporting Research_Papers_(932pp]_Linked.pdf.

7} Ibid.

172 Thid.

178 Michelle Dolfini-Reed and Darlene E. Stafford, Identifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM D0021656.A2, {Alexandria, VA: CNA, 2010}, 24-25.

174 Department of Defense, Office of the Undersecretary of Defense for Personnel and Readiness, The Report of the
Eleventh Quadrennial Review of Military Compensation, 134, accessed December 15, 2014,
http://militarypay.defense.gov/reports/grme/ 1 1th_QRMC_Supporting Research, Papers_{932pp} Linked.pdf.
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Findings:

The numerous criteria for determining RC statuses can make it difficult for operational
commanders to call RC members to duty.!?s Indeed, the current RC status system “is
complex, aligns poorly to current training and mission support requirements, fosters
inconsistencies in compensation and complicates rather than supports effective
budgeting.”176¢ Additionally, the RC status system causes members to experience
disruptions in pay and benefits as they transition among different duty statuses.17?
For example, they may have gaps in health care coverage when there are gaps in
orders. These disruptions discourage volunteerism and impede an ideal continuum of
service.!78 Military Services sometimes use “the RC duty statuses in ways that are
inconsistent with their intended purposes.”17?

The challenges of this complex RC status system have been exacerbated by how the
RC has been employed during the past 13 years of war. The current duty status
system was developed to support a “strategic Reserve,” in which RC members mainly
participated in inactive duty and annual training.i80 “Operational missions were
limited.”*8! Since 2001, however, RC members have served more frequently on active
duty and have had to transition numerous times between active and inactive-duty
statuses.82 Duty statuses have not evolved to keep pace with how RC members are
being employed. Instead, they have expanded in piecemeal fashion as the use of the
RC has changed and grown.!83 As a result, both Service members and the Services are
adversely affected by the complexity of the status system and the consequential issues
that arise.

Simplifying RC statuses has broad support. In general, the Reserve Component is
supportive of a more streamlined, consolidated RC duty status system.i#4 The
Commission on the National Guard and Reserves {2008),185 the Eleventh Quadrennial
Review of Military Compensation {2011},186 the Reserve Forces Policy Board {2013),187
the National Commission on the Structure of the Air Force {2014)},'8 and the House

i7s Commission on the National Guard and Reserves, Transforming the National Guard and Reserves into a 21-Century
Operational Force, 2008, 160.

176 Office of the Assistant Secretary of Defense for Reserve Affairs, Review of Reserve Component Contributions to
National Defense, December 2002, 77,

177 Michelle Dolfini-Reed and Darlene E. Stafford, Identifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM D0021656.A2, {Alexandria, VA: CNA, 20103, 15.

176 Michelle Dolfini-Reed and Darlene E. Stafford, Identifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM D0021656.A2, {Alexandria, VA: CNA, 2010}, 15, 25. Commission on the National Guard and Reserves,
Transforming the National Guard and Reseruves into a 21s-Century Operational Force, 2008, 160.

" Michelle Doifini-Reed and Darlene E. Stafford, ldentifying Duty Status Reforms Needed to Support an Operational
Reserve, CRM 1I0021656.A2, {Alexandria, VA: CNA, 2010}, 25.

180 Ibid, 24-25.

181 Thid, 25.

182 Ihid, 24-25.

183 Department of Defense, Office of the Undersecretary of Defense for Personnel and Readiness, The Report of the
Eleventh Quadrennial Review of Military Compensation, 133, accessed December 15, 2014,

http:/ /militarypay.defense.gov/reports/qrmc/ 1 1th_QRMC_Supporting Research_Papers_(932pp)_Linked.pdf.

182 MCRMC staff meetings with officials irom the Navy Reserve (July 8, 2014], the Marine Corps Reserve {June 23,
2014}, the Army Reserve (September 18, 2014) and Air Force Reserve {September 18, 2014).

i#5 Commission on the National Guard and Reserves, Transforming the National Guard and Reserves info a 21-Century
Operational Force, 2008, 156,

18¢ Department of Defense, Office of the Undersecretary of Defense for Personnel and Readiness, The Report of the
Eleventh Quadrennial Review of Military Compensation, 146, accessed December 15, 2014,

http:/ /militarypay.defense.gov/reports/qrmc/ 1 1th_QRMC_Supporting Research_Papers_{932pp}_Linked.pdf.

*#7 Department of Defense, Office of the Secretary of Defense Reserve Forces Policy Board, Report of the Reserve Forces
Policy Board on Reserve Component Duty Status Reform: Info Memno, 2013, 1.

:% National Comrmission on the Structure of the Air Force, Report to the President and Congress of the United States,
2014, 50.
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Report on the FY 2015 National Defense Authorization Bill (House Report 113-443}189
all recommended the number of RC duty statuses be reduced.

Conclusions:

The Services and Service members would benefit from a streamlined, consolidated
Reserve Component status system. Streamlining the RC statuses reduces challenges
associated with the current system. Without such changes, RC members may be
discouraged from volunteering for active duty and commanders would continue to
have problems calling RC personnel to duty when they are needed to support
operational missions, impeding the effectiveness of those missions. Simplifying RC
statuses supports both operational and training missions, better enables the purpose
of RC duties to be tracked to justify budget requests, and facilitates a seamless
process for RC members.

Recommendations:
= The Congress should replace the 30 current Reserve Component duty statuses
with six broader statuses (see Table 4}. This new RC status structure should
principally focus on Active Duty, Inactive Duty, and full-time National Guard
Duty as the three primary statuses.

= The Congress should stipulate that, in this new system, orders should be
issued only when an authority changes. When a duty status, purpose, or
funding source changes, orders need only be amended, accordingly. This
change would allow uninterrupted RC service.

Table 4. Streamlined Reserve Component Duty Statuses

Title 10, United States Code ~ Armed Forces

Fuill mobilization Disciplinary action
Partial mobilization Annuat active duty {up to 30 days)
Presidential reserve call-up Additionaf training and operational
support

Active Duty Major disaster/emergency response Duty at the National Guard Bureau
Preplanned combatant command mission call-up Medical evaluation and treatment
Captive status Medical care {duty < 30 days}
Unsatisfactory participation {45 days} Retiree recal!
Unsatisfactory participation (24 months})

N Muster duty Readiness management periods
inactive . . -
Reserve Service Additional training periods Funerat honors duty

Additional flight training periods
Aid for state governments Natjonal Guard called to federal service

Federal Service
{Presidential cail-up}

Title 32, United States Code ~ National Guard

Enforce federal authority

Full-Time Required training and other duty
National Guard Additional training and other duty
inactive Additional training periods Readiness management periods
National Guard Additional flight training periods Funeral honers duty
Title 14, United States Code — Coast Guard -
Active Duty Emergency augmentation

189 National Defense Authorization Act for Fiscal Year 2015 {House Report 113-446}, Report of the Committec on Armed
Services House of Representatives on H.R. 4435, 142-143, 2014.
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Implementation:

Chapter 1209, Title 10 of the United States Code should be amended by adding
three new sections for the Reserve Component of the Armed Forces to
consolidate current statuses into Active Duty, Inactive Reserve Service
{i.e., Inactive Duty Training), or Federal Service (Presidential Call-Up).

32 U.S.C. § 502 should be amended to consolidate current statuses into either
Full-Time National Guard Duty or Inactive National Guard Service.

14 U.S.C. § 712 should be amended to reflect the consolidation of statuses.

The Active Duty authority statutes in Titles 10, 14, and 32 of the United States
Code should be amended to contain language that stipulates changes to duty
statuses, purpose, or funding require amendments to existing orders, rather
than issuance of new orders. This revised language should also stipulate no
break in service should be recorded if orders are changed and the break in
service was 24 hours or fewer.

The following statutes that currently authorize calling up Reserve Component
members should be amended or repealed to reflect the duty status

consolidation:190

Table 5. Current Reserve Component Duty Statuses to be

Amended/Renerdedd ..
o o Legai Authority Purpose of Duty Applies To Typ! Duty
10 U.5.C. 10147 Annuat Training/Drill Requirement Reserve Only AD/IDT fnvoluntary
10 U.5.C. 12301{b) Annual Training Reserve & National Guard AD tnvoluntary
Training 10 U.S.C. 12301{d) Additional/Other Training Duty Reserve & National Guard ~ AD Voluntary
32 U.S.C. 502{a) Annual Training/Drill Requirement National Guard Only FINGD/ID  Involuntary
32 U.S.C.502{f}{2){A}  Additional Training Duty Additional/Other National Guard Only TFTNGD Involuntary
32 W.5.C.502{f}1}(B}  Training Duty National Guard Only FINGD Voluntary
10 U.5.C. 12301(d} AGR Duty/Cperational Support/Additional Reserve & National Guard AD Voluntary
10U.5.C. 12304b Duty Reserve & National Guard AD involuntary
Support 32U.5.C. 502{f){1}{B}  Preplanned/Preprogrammed CCOR Support Nationa! Guard Only FINGD Voluntary
32 U.S.C.502{f){14A}  AGR Duty/Operationat Support/Additional National Guard Only FINGD fnvoluntary
Duty
Other Duty
10 U.S.C 12301{a} Fufl Mebilization Reserve & National Guard AD involuntary
20US.C 12302 Partial Mobiiization Reserve & National Guard AD involuntary
Mobilization 10 U.S.C. 12304 Presidential Reserve Cali-up Reserve & National Guard AD involuntary
10U.5.C. 123043 Emergencies and Natural Disasters Reserve Only AD Involuntary
14U.5.C.712 Emergencies and Natural Disasters USCGR Only AD Involuntary

1% Uniform Reserve training, and retirement categories for the Reserve Components, DoD Instruction 1215.06,
Appendix to Enclosure 4, 22, 2014,
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Legal Authority Purpose of Applies To Type of Duty
10 U.S.C. 12503 Funeral Honors Reserve & National Guard D Voluntary
Funeral Honors National Guard Dnly 1] Voluntary
Muster Duty Reserve & National Guard D involuntary
Medical Care Reserve & National Guard AD Voluntary
Medical Evaluation and Treatment Reserve & National Guard AD Voluntary
Retiree Recall Reserve & National Guard AD tnvoluntary
Disciplinary Reserve & National Guard AD involuntary
Other Unsatisfactory Participation {up to 45 days } Reserve & National Guard AD nvoluntary
. 12301(g} Captive Status Reserve & National Guard ~ AD involuntary
. 12303 Unsatisfactery Participation {up to 24 Reserve & National Guard AD involuntary
12402 months } National Guard Only AD Voluntary
331 Duty at Nationat Guard Bureau National Guard Only FS involuntary
332 insurrection National Guard Only FS inveluntary
12406 insurrection National Guard Only FS involuntary

insurrection
AD - Active Duty » CCDR - Combatant Command * iD- tnactive Duty + IDT - inactive Duty Training
FTNGD - Fuli Time National Guard Duty « ¥S - Federal Service « PRC — Presidential Reserve Cali-up

*» Any other regulations {including the Code of Federal Regulations, if applicable)},
instructions, directives, or internal policies necessary to conform to the
recommendation described above should be reissued, updated, amended,
retracted, or otherwise changed as needed.
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HEALTH BENEFITS

RECOMMENDATION 5: ENSURE SERVICE MEMBERS RECEIVE THE BEST
POSSIBLE COMBAT CASUALTY CARE BY CREATING A JOINT READINESS
COMMAND, NEW STANDARDS FOR ESSENTIAL MEDICAL CAPABILITIES,
AND INNOVATIVE TOOLS TO ATTRACT READINESS-RELATED MEDICAL
CASES TO MILITARY HOSPITALS.

Background:

Joint military readiness is a critical function of modern military warfare, and the
failure to be ready is a threat to deployed forces and to our national security. As
evidenced by the draw-down of military forces following Operation DESERT STORM,
which includes the end of the Cold War, and leading into the period before
September 11, 2001, military readiness suffers during peacetime. In the years since
September 11, 2001, DoD has learmed hard lessons in combat and in joint operations.
Losing or forgetting these hard-won lessons, as the Nation contends with fiscal
challenges and declining budgets, is a substantial and ill-afforded risk. With the
drawdown of combat forces in Southwest Asia, and the deployment of smaller
specialized forces to deal with terror threats, biological outbreaks, and humanitarian
support missions, losing any joint capability will degrade the effectiveness of future
military operations.

An essential component of joint military readiness is the capability of the force to
provide health and combat-casualty care for Service members in operational
environments. Joint capabilities include the evacuation of casualties, both ground and
air, and the support logistics necessary to maintain a forward medical presence, as
well as the clinical requirements of combat casualty care. The Military Health System
(MHS) is responsible for maintaining a healthy military force that is ready for
deployments, as well as a cadre of health care providers who are trained to provide
quality medical care both during contingency operations and for returning wounded
Service members.19t The ability of the MHS to provide operational health care is
measured by the readiness of its medical personnel and related capabilities.

To train medical personnel, the MHS relies heavily on Military Treatment Facilities
{MTFs) located on or near major military installations as training platforms to
maintain the clinical skills of military medical personnel. There are 56 military
hospitals and medical centers and 360 outpatient facilities worldwide.192 Medical
personnel assigned to MTFs deliver health care to active-duty Service members, as
well as to active-duty family members, retirees, and other eligible beneficiaries, on a

191 See generaily Armed Forces, 10 U.S.C. ch. 55. See also Assistant Secretary of Defense for Health Affairs,

DoDD 5136.01, 9-10 (2013}. “Defense Health Agency,” Military Health System and Defense Health Agency, accessed
November 23, 2014, http://health.mil/About-MHS/Organizational-Overview/ Defense-Health-Agency. “Global
Preparedness and Response,” Military Health System and Defense Health Agency, accessed November 29, 2014,

http:/ /health.mil/ Military-Health-Topics/ Health-
Readiness/Global-and-Domestic-Health-Preparedness-and-Response.

192 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Repori to
Congress, accessed December 15, 2014,

http:/ /www.tricare.mil/tma/congressionalinformation /downloads/ TRICARE%20Program%20E fectiveness%20{FY%:20
2014)%201. pdf.

PAGE 57



145

MILITARY COMPENSATION AND RETIREMENT MODERNIZATION COMMISSION
FINAL REPORT

space-available basis.193 In locations where local agreements exist, MTFs also provide
care to patients of the Department of Veterans Affairs (VA} or civilians. For example,
the San Antonio Military Medical Center is a regional Level-1194 trauma center that
provides medical care to “military members and other statutorily defined
beneficiaries,”195 as well as “non-DoD eligible Life and Limb Threatening emergencies
under [certain] criteria.”196

Military medical personnel may also receive proficiency training in certain civilian
institutions. For example, the Army Trauma Training Center partners with Jackson
Memorial Hospital Ryder Trauma Center in Miami, Florida, to “ensure clinical
readiness for lifesaving Army and Army Reserve forward surgical teams”!97 through a
17-day training rotation.’%8 The Navy Trauma Training Center partners with Los
Angeles County, California, and University of Southern California to provide didactic
and clinical trauma exposure.19? Air Force Centers for Sustainment of Trauma and
Readiness Skills (C-STARS) provide advanced sustainment training at specific civilian
Level-] trauma centers?00 currently located in Baltimore, Maryland;?°t Cincinnati,
Ohio;?02 and St. Louis, Missouri.?03 The Air Force also maintains the Sustainment of
Trauma and Resuscitation Skills Program, in which Air Force medical personnel
assigned to certain MTFs are regularly immersed in on-going clinical rotations at local
civilian Level-I trauma centers.20? Military medical personnel also work to maintain

9% See, e.g., Armed Forces, 10 U.S.C. §§ 1074, 1074h, 1077, See generally Armed Forces, 10 U.S.C. ch. 55. Additional
information and discussion on beneficiary eligibility requirements can be found at http:/ /www.tricare.mil

{https:/ /www.tricare.mil/Plans/Eligibility.aspx}, the official website of the Defense Health Agency (DHA} a component
of the Mititary Health System.

1% Traurna centers receive a designation from state and local authorities, between 1 and 5, based on their capabilities
Ratings may be verified by the American College of Surgeons. Level-1 trauma centers are those with the most
capabilities. See “Trauma Center Levels Explained,” American Trauma Society, accessed January 10, 2015,

http:/ /www.amtrauma.org/?page=Traumalevels,

198 Memorandum of Understanding Between Bexar County Hospital District, San Antonio Military Medical Center,
Trauma Services Cooperative Agreement, signed 2014,

1% Memorandum of Understanding Between Bexar County Hospital District, San Antonio Military Medical Center,
Trauma Services Cooperative Agreement, signed 2014, See also Secretary of the Army Memo to Assistant Secretary of
the Army {Manpower and Reserve Affairs), Delegation of Authority - Secretarial Designee Program, paragraph 6.c. and
sub paragraphs, April 18, 2013. Memorandum of Understanding Between Bexar County Hospital District, San Antonio
Military Medical Center, Trauma Services Cooperative Agreement, signed 2014, para 3.01 {¢ ). See generally Health
Care Eligibility Under the Secretarial Designee Program and Related Special Authorities, DoDI 6025.23 {2011},

197 “The U.S. Army Trauma Training Center — Training Soldiers to Heal Troops and Save Lives in Battle,” PR Newswire,
accessed November 29, 2014, http:/ /www.pmewswire.com/news-releases/the-us-army-trauma-training-center---
training-soldiers-to-heal-troops-and-save-lives-in-battle- 747987 1 2.html. Army doctrine defines a forward surgical team
as “a 20-Soldier team which provides far forward surgical intervention to render nontransportable patients sufficiently
stable to allow for medical evacuation to a Role 3 combat support hospital.” See Casualty Care, Army Training
Publication 4-02.5, 3-23 {2013).

198 The Academy of Health Sciences, U.S. Army Medical Department Center and School Course Catalog 2014, 49,
accessed December 15, 2014, http:/ /www.cs.amedd.army.mil/filedownload.aspx?docid=940¢7c87-febd-431d-98 1e-
77a3115{8202.

1% “Navy Trauma Training Center {NTTC),” Navy Medicine Operational Training Center ~ Pensacola, accessed
November 29, 2014, hitp://www.med.navy.mil/sites/nmote /nemti/nttc /Pages/default.aspx.

“0 Medical Readiness Prograrn Management, ARl 41-106 {22 April 2014}, para 5.4.8.

201 “C-STARS (Center for the Sustainment of Trauma and Readiness Skills},” University of Maryland School of Medicine,
Program in Trauma, accessed November 29, 2014, http://medschool.umaryland.edu/trauma/CSTARS. asp.

202 “C-STARS,” University of Cincinnati Health, accessed November 29, 2014, http:/ /uchealth.com/education/c-
stars/.

263 “USAF Trauma Training Programs at SLU Hospital,” Saint Louis University Hospital, accessed on November 29,
2014, hitp:/ /www.sluhospital.com/en-US/ourServices/medicalServices / Pages /USAFTraumaTrainingPrograms .aspx.
204 Medical Readiness Program Management, AF1 41-106, para 5.3.2. {2014). For example, partnership between Nellis
AFB and University Medical Center, Nevada (MCRMC site visit, 3 Oct 2014}; more information, sec

Lt. Gen. {Dr.) Charles B. Green, “The Air Force Medical Service: What is Next?” U.S. Medicine, This Year in Federal
Medicine ~ Outlook 2011, accessed November 29, 2014, http:/ /www.usmedicine.com/this-year-in-federal-medicine---
outiook-2011/the-air-force-medical-service-what-is-next/.
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critical skills through DoD and VA joint ventures and other resource-sharing
agreements.205

Findings:

Joint Medical Operations and Oversight

Service members have benefitted substantially from the joint nature of operations and
the improvements from the rapid institutionalization of lessons learned during the
recent wars. For example, the military medical force was highly successful at treating
combat casualties during the recent wars. Case fatality rates in theater hospitals were
approximately 10 percent in Operation ENDURING FREEDOM (OEF} and Operation
IRAQI FREEDOM (OIF}, down from 30 percent during WWII and 24 percent during the
Vietnam and the 1991 Persian Gulf conflicts.206 It is critical to sustain, and whenever
possible, improve upon, these joint capabilities. Each Military Service, however,
develops its medical resources to support its own Service-specific mission.207 Although
the MHS is an interrelated system that coordinates medical services, capabilities, and
specialties among the Service components, it is not a joint command charged with
integrating these capabilities and maintaining proficiency.

For example, several changes in medical logistics saved lives during OEF and OIJF.
Approximately 10,000 Service members wounded in action were medically evacuated
out of theater.208 En route care and Air Force Critical Care Air Transport Teams
revolutionized combat care for critically ill Service members.2® This global medical
capability is considered one of the most important contributions to survival in OEF
and OIF.21¢ Forward deployment of blood products to mitigate hemorrhage in the
prehospital environment, deployment of forward resuscitative surgical-system teams
in close proximity to the point of engagement, and split-based operations of forward
surgical teams also contributed to survival.2il Although there has been substantial
advances in combat medical care, there remains no central oversight of the medical
evacuation mission, the training requirements necessary to maintain the newly
developed capabilities during peacetime, or the research and development necessary to
expand forward surgical capabilities.

205 See generally: Veterans Benefits, 38 U.S.C. § 8111. DoD and Department of Veterans Affajrs Health Care Resource
Sharing Program, DoD! 6010.23 {2013). VA-DOD Direct Sharing Agreements, VHA Handbook 1660.04.Memorandum of
Understanding Between the Department of Veterans Affairs and the Department of Defense ~ Health Care Resources
Sharing Guidelines, accessed January 10, 2015,

http:/ /www.va.gov/vhapublications/ViewPublication.asp?pub_ID=1776. For further discussion of Do) and VA
resource sharing, see Recommendation 8 in this report.

205 Nicholas R. Langan, Matthew Eckerts, and Matthew J. Martin, “Changes in Patterns of In-Hospital Deaths Following
Implementation of Damage Control Resuscitation Practices in US Forward Military Treatment Facilities,” JAMA
Surgery, 149, no. 9 {September 2014): ES, http://archsurg jamanetwork.com /article.aspx?articleid=1888411.

W7 See, e.g., Army Health System, FM-4-02 (August 2013}, ch. 1, Army Health System Overview.

208 Congressional Research Service, American War and Military Operations Casualties: Lists and Statistics,

February 26, 2010, 13 &16, accessed December 23, 2014, https: //www.fas.org/sgp/crs/natsec;RL32492.pd{.

203 8. Air Force, Wilford Hall Ambulatory Surgical Center, Lackiand AFB, Texas, Critical Care Air Transport Team Fact
Sheet, accessed Decemher 15, 2014, http://www.whasc.af.mil/shared/media/document/AFD-120810-038.pdf.

2% Jay A. Johannigman, “Maintaining the Continuum of En Route Care,” Critical Care Medicine, 2008, 36

(Suppl. 7):8377-8382.

2% See, e.g., John B. Holcomb et al., “U.S. Army Two-Surgeon Teams Operating in Remote Afghanistan—aAn Evaluation
of 5plit-Based Forward Surgical Team Operations,” The Journal of Trauma, 66, 5 Suppl, (2008): S37-47. Lorne H.
Blackbourne et al., “U.5. Army Split Forward Surgical Team Management of Mass Casualty Events in Afghanistan:
Surgeon Performed Triage Results in Excelient Outcomes,” American Journal of Disaster Medicine, 4, no. 6, {2009}: 321-
329.
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The military also adopted several improvements in joint medical training that
improved battlefield survivability during OEF and OIF. The Combat Life Saver (CLS)
program, which extended medical training to all Service members, including members
of the Reserve Component, was instrumental in providing immediate medical care to
wounded Service members.2!2 CLS was developed as part of the Tactical Combat
Casualty Care (TCCC) course,?!3 which was funded by the U.S. Special Operations
Command.214 CLS and TCCC provide a comprehensive set of battlefield trauma care
strategies customized for use in combat.?!s

CLS and TCCC have been noted in multiple published reports for successfully saving
lives on the battlefield during the last decade of war.2i6 Availability of TCCC skills is
considered a dominant factor in reducing preventable deaths and in achieving a
casualty case fatality rate of 10 percent.21? Similarly, tourniquet use on the battlefield
has become widespread,?18 saving an estimated 1,000-2,000 lives because they were
used rapidly and effectively for life threatening extremity hemorrhage.?!? Yet, none of
the military Services had tourniquet policies or programs in place before the beginning
of hostilities in Afghanistan in 2001.22¢ Without continuous and focused joint
integration, the medical capabilities now resident with the total force may degrade or
atrophy and ongoing improvements in joint capabilities may be limited.

Joint battlefield data management provides another example of a capability developed
during the wars that may atrophy during peacetime. Based on a casualty card
collection program developed by the 75th Ranger Regiment,??! a prehospital Joint
Theater Trauma Registry also reduced mortality rates. The registry, now known as
Department of Defense Trauma Registry (DoDTR}, was implemented in 2005 to
evaluate tactical combat casualty care treatment strategies, as well as modifications to

212 Defense Health Board, Tactical Combat Casualty Course and mirdmizing Preventable fatalities in Combat
Memorandum, August 6, 2009, accessed January 10, 2015,

http:/ /wwer health.mil/~ /media/MHS/Report%20Files/200905.ashx. Defense Medical Readiness Training Institute,
TCCC Skills Sets by Provider Level,

hitp:/ /www.dmrti.army.mil/ TCCC%20Skill %208 ets%20by%20Provider%20Level%20120917 .pdf.

212 Defense Medical Readiness Training Institute, TCCC Skills Sets by Provider Level,
http://www.dmrti.army.mil/ TCCC%20Skill %208 ets%20by%20Provider%20Level%20120917.pdf.

214 Prank K. Butler, John Hagmann, and George Butler, “Tactical Combat Casualty Care in Special Operations,”
Military Medicine, 161, suppl. 3 {1996}, 1-15,

http:/ /www.dmrti.army.mil/ TCCC%20Skill%20Sets%20by%20Provider%20Level%20120917 .pdf.

25 Frank K. Butler, John Hagmann, and George Butler, “Tactical Combat Casualty Care in Special Operations,”
Military Medicine, 161, suppl. 3 {1996, 1-15,

http:/ /www.dmrti.army.mil/ TCCC%20Skill%20Sets%20by%20Provider%20Level%20120917.pdf. Defense Medical
Readiness Training Institute, TCCC Skills Sets by Provider Level,

http:/ /www.dmrti. army.mil/ TCCC%208kil1 %208 ets%20by%20Provider%20Level%20120917 .pdf.

216 See Lorne H. Blackbourne et al., “Military Medical Revolution: Prehospital Combat Casualty Care,” Journal of
Traumna Acute Care Surgery, 73, no. 6, suppl. 5 {2012}, {discussing multipie sources that address battlefield casualties
during OEF and OfF)},

http://journals,ww.com/jtrauma/Fulltext 2012/ 12005/ Military_medical_revolution __Prehospital_combat, 2. aspx#.
217 “Tactical Combat Casualty Course and Minimizing Preventable Fatalities in Comnbat,” Defense Health Board
Memorandum, August 6, 2009, accessed November 29, 2014,

http:/ /www health.mil/~/media/MHS/Report®20Files /200905.ashx.

218 Lorne H. Blackbourne et al., “Military Medical Revolution: Prehospital Combat Casualty Care,” Journal of Trauma
Acute Care Surgery, 73, no. 6, suppl. 5 {2012}, 8373,

http:/ /journals.lww.com/jtrauma/ Fulltext/2012/ 12005/ Military_medical_revolution__ Prehospital_combat.2.aspx#.
2¢ Lorne H. Blackbourne et al., “Military Medical Revolution: Prehospital Combat Casualty Care,” Journal of Trauma
Acute Care Surgery, 73, no, 6, suppl. 5 {2012},

http:/ /journals.lww.com/jtrauma/Fulltext/ 2012/ 12005/ Military_medical_revolution___Prehospital_combat.2.aspx#.
220 thid, §372.

221 Russ S. Kotwal, Harold R. Montgomery, and Kathy K. Mechler, “A Prehospital Trauma Registry for Tactical Combat
Casualty Care,” U.S. Army Medical Department Journal, 201 1.
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unit medical and nonmedical personnel, training, and equipment requirements.222 The
joint DoDTR captures injury demographics, anatomic and physiologic parameters, and
trauma care and outcomes across the continuum of combat casualty care,?23 providing
critical information used to affect improvements in clinical care, drive medically
related doctrine and policy, and support the creation of new knowledge through
research.22* Though these advances in data collection have made it possible to
significantly increase necessary medical training to the entire force and save lives,
such levels of integration and research are difficult to maintain during peacetime.

Great advances have also been made in the care of returning wounded warriors, such
as prostheses research, development, and fielding. These improvements include
silicone liners that allow better fitting, energy-storing prostheses that allow for higher-
intensity activity, and motorized prostheses that allow for more normal walking
gaits.225 The Center for the Intrepid at Fort Sam Houston, Texas, developed custom-fit,
energy-storing orthotics that offload weight to the leg and relieve pain, improving
functional performance.226 The advances in prosthetics and orthotics, improved pain
control, and aggressive rehabilitation have allowed a return-to-duty rate of
approximately 20 percent for soldiers who have had a lower limb amputation2?7 and
limb salvage.?28 During long periods of peacetime, advances in wounded warrior care
are no longer the focus. National treasures such -as the Center for the Intrepid will
require continued joint coordination within the military and a strong relationship with
military allies and civilian institutions to continue the progress made during the last
decade.

Despite these critical examples of wartime medical capabilities, military medical
requirements neither have a high level joint focus nor are they jointly developed. The
requirement for military medical personnel and capabilities is determined by each
Service in response to DoD planning scenarios.?2? Each Military Service independently
completes this process annually. This process then produces requirements estimates
using separate models and planning assumptions for the provided defense
scenarios.?3? Consequently, the Services take different approaches to equipping and

222 See United States Army, Institute of Surgical Research, Department of Defense Joint Trauma Registry (DODTR)
Mission, accessed December 23, 2014, http://www.usaisr.amedd.army.mil/joint_trauma_system.html.

223 “Joint Trauma System,” U.S. Army Institute of Surgical Research, accessed November 29, 2014,

http:/ /www.usaisr.amedd.army.mil/joint_trauma_system.html.

223 United States Central Command, CENTCOM Joint Theater Trauma System (JTTS} Clinical Practice Guidelines (CPGs]
Development, Approval, Implementation and Monitoring Process, accessed December 15, 2014,

http:/ /www.usaisr.amedd.army.mil/assets/cpgs/02_centcom_jus_cpg_process_2_apr_12.pdf .

< Lorne H. Blackbourne et al., “Military Medical Revolution: Military Trauma System,” Journal of Trauma Acute Care
Surgery, 73, no. 6, suppl. 5 (2012}): 8392, accessed January 10, 2013,

http:/ /journals.lww.com/jtrauma/Fulltext/2012/12005/Military_medical_revolution___Military_trauma.4.aspx.

226 Cornmission’s visit to the Center for the Intrepid, January 6, 2014, Joseph R. Hsu et al., “Return To Duty After
integrated Orthotic And Rehabilitation Initiative,” Skeletal Trauma Research Consortium {STReC}.

227 Daniet J. Stinner et al., “Return to Duty Rate of Amputee Soldiers in the Current Conflicts in Afghanistan and Iraq,”
Journal of Trauma, 68, No. 6, {2010},

http://opmarketing.com/storage / Research%20EncyclOPedia/ Military/ OEF%2001F%20return%20t0%20duty%:20rates
_J%20Trauma.pdf.

2% Jessica D. Cross et al., “Return to Duty Following Type 1l Open Tibia Fracture,” Journal of Orthopaedic Trauma,
2012, 26:43Y47, abstract accessed December 14, 2014, http:/ /www.ncbi.nlm.nih.gov/pubmed /21885998,

222 John E. Whitley, Brandon Gould, Nancy Huff, and Linda Wu, Institute for Defense Aniayses, Medical Total Force
Management, accessed December 19, 2014,

hitps:/ /www.ida.org/~/media/ Corporate /Files/Publications/IDA_Documents/CARD /P-5047.ashx.

#* Department of Defense, Military Health System Modernization Study, v.28, October 2014. John E. Whitley, Brandon
Gould, Nancy Huff, and Linda Wu, Institute for Defense Anlayses, Medical Total Force Management, accessed December
19, 2014, https://www.ida.org/~/media/Corporate/Files/Publications/IDA, Documents/CARD /P-5047 ashx,
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training personnel to meet medical readiness missions.23! Independent of the Services,
the Joint Force Surgeon works with combatant command surgeons to assess health
care needs for contingency operations.?32 Together they make recommendations to the
joint force commander regarding health service support and force health protection
requirements for contingency operations.233 There is no joint doctrine among the
Services regarding definitional aspects of medical readiness manpower requirements,
even though independently developing medical requirements are unlikely to result in
medical capabilities that are fully integrated. Conversely, jointly developing
requirements from the beginning would be more efficient and provide an integrated
medical force that is better prepared for joint operations at the beginning of the next
conflict.

The Service Surgeons General stated they neither had a common definition of clinical
medical readiness, nor associated skills maintenance standards.23* For example, DoD
recently completed the first phase of a MHS Modemnization Study, which analyzed skill
maintenance by measuring workload volume using the physician work Relative Value
Unit (RVUs).235 RVUs provide a measurement that accounts for the time, technical
skill and effort, mental effort and judgment, and stress to provide a service, resulting
in a measure of workload weighted by the intensity of the procedure.?3¢ RVUs do not
directly measure the suitability of medical cases for maintaining the military readiness
of the medical force. Similarly, the MHS monitors 18 Healthcare Effectiveness Data
and Information Set {HEDIS} measures in MTFs related to health and safety issues.237
HEDIS, used by more than 90 percent of health plans in the country to measure
quality, consists of 81 measures across five domains.23¢ While HEDIS measures allow
for accreditations and comparisons across health plans and facilities, they do not
measure clinical proficiency or military medical readiness. The Surgeons General of
the Services stated that DoD had not agreed upon better measurements than RVUs
and HEDIS to measure skill maintenance.??? Yet there is a clear need for better skills
measurement.

The MHS could also benefit from more consistent coordination with the civilian
medical sector. The Services each have training programs with civilian trauma
facilities; however, these programs differ substantially in scope and duration. For
example, there are only isolated instances in which enlisted medics receive skill
maintenance training in civilian facilities. The Captain James A. Lovell Federal Health
Care Center has an agreement with Cook County Health and Hospital System
{CCHHS), Chicago, lllinois, to allow for 2-month training rotations of Navy hospital

23t Department of Defense, Military Health System Modernization Study, v.28, October 2014.

232 Department of Defense, Health Service Support, Joint Publication 4-02, accessed January 10, 2015,

http:/ /www.dtic.mil/doctrine/new_pubs/jp4_02.pd[

233 [bid.

23 Service Surgeons General, meeting with MCRMC Commissioners, June 12, 2014,

235 Department of Defense, Military Health System Modernization Study, v.28, October 2014,

236 National Health Policy Forum, The George Washington University, The Basics — Relative Value Units (RVUs),
accessed December 15, 2014, http:/ /www.nhpf.org/library /the-basics/Basics RVUs_02-12-09.pdf.

237 Department of Defense, Military Health System Review-Final Report, Appendix 4. Quality of Care, Table 4.4-3 percent
of Eligible Patients Receiving Select Care Measures, External Comparison: MHS vs. HEDIS (2010-2013), accessed
December 15, 2014, http:/ /www.defense.gov/pubs/140930_MHS_Review_Final_Report_Appendices.pdf.

238 See “Measuring Performance,” NCQA, accessed December, 16, 2014,

http://www.ncqa.org/ HEDISQualityMeasurcment.aspx.

2% The Navy Surgeon General also commented that the RVU does not account for the fact that the military medical
[orce must be ready to deploy for contingency operations and provide medical services necessary to maintain the
medical readiness of the force, which takes away from beneficiary care. Navy Surgeon General, briefing with MCRMC
Commissioners, June 12, 2014.
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corpsmen, as well as nurses and surgeons, through the CCHHS Trauma
Department.2®® Similarly, the Sacred Heart Health System in Pensacola, Florida
expressed a desire to expand military training opportunities, including developing a
completely new career track for a medical assistant that is geared toward the medical
skill necessary to support the basic Navy hospital corpsman.24! Central joint oversight
and standardization of agreements between civilian institutions and the military could
help expand civilian training opportunities for military medical staff, which in tum
would assist in sustaining medical readiness.

Training During Peacetime

Attracting a different mix of medical cases into MTFs could better support combat-care
training and medical readiness. Research reveals a long history of the military medical
community needing to refocus its capabilities at the start of wars, after concentrating
during peacetime on beneficiary health care.?42 A recent DoD study stated, “In order to
meet its deployment mission, our uniformed medical personnel must practice and
hone their skills in garrison. Therefore, our study assessed the ability of the MHS to
sustain the medical readiness skills of the uniformed medical force.”?43 The study
further stated, “Our fundamental approach was to focus on medical readiness as the
principle mission of our treatment facilities.”24

Beneficiary care may not sufficiently provide ideal training opportunities to maintain
and sustain the military medical capabilities developed during the last 13 years of war.
For example, prevalent injuries and wounds during operations in Afghanistan and Iraq
were a result of penetrating or blast trauma.??s As a result, there has been a
preponderance of extremity, vascular, genital, visual, skeletal, and traumatic brain
injuries. Yet surgeons were not adequately prepared to treat these injuries. A survey of
general surgeons from all military Services who deployed between 2002 and 2012
found that 80 percent of respondents desired additional training on particular surgical
disciplines or injury types prior to deployment. The most commonly requested types of
training were extremity vascular repairs, neurosurgery, orthopedics, and abdominal
vascular repairs.2*¢ Surgeons overwhelmingly cited vascular surgeries as the most
difficult cases, followed by neurosurgical procedures, burns, and thoracic cases.?4?
Surgeons reported they had difficulty with these procedures because they had not

240 Memorandum of Understanding For Navy Active Duty Stafl between The Captain James A Lovell Federal Health
Care Center and The Cook County Health and Hospital System.

#1 Susan Davis, CEO Sacred Heart Health System, and Henry Stovall, President, Sacred Heart Hospital Pensacola,
meeting with MCRMC Commissioners, May 21, 2014,

292 Bernard Rostker details this historic pattern in early U.S. wars in Bernard Rostker, Providing for the Casualties of
War: The American Expertence Through World War II, {Washington, DC: RAND, 2013}, Naticnal Defense Research
Institute, Government Accountability Office, Medical Readiness: Efforts Are Underway for DOD Training in Civilian
Trauma Centers, (GAO /NSIAD-98-75) April 1998, accessed December 16, 2014,

http:/ /www.gao.gov/assets/ 160/156122.pdf.

24 Department of Defense, Militury Health System Modernization Study, v. 28, October 2014,

249 Ibid.

245 CNA Analysis Solutions, The Quality-Volume Relationship: Comparing Civilian and MHS Practice, November 2014,
DIM-2014-009221-Final.

24 Nate that respondents included general surgeons and associated surgical subspecialties who deployed in general
surgery billets. Joshua A. Tyler et al., “Combat Readiness for the Modern Military Surgeon: Data from a Decade af
Combat Operations,” Journal of Traurna and Acute Care Surgery, 73, no. 2 {2012} $64-870,

http:/ /www.ncbi.nim. nih.gov/pubmed/22847097. CNA Analysis Solutions, The Quality-Volume Relationship:
Comparing Civikian and MHS Practice, November 2014, DIM-2014-009221-Final.

247 Ibid.
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performed them in nondeployed clinical settings, and because there had been a
substantial time lapse since they had last treated these types of injuries.248

The increased cohesion of medical teams in military hospitals and clinics is an
important requirement for battlefield medical readiness; nevertheless, the medical care
provided in typical military hospital and clinic settings is seldom directly applicable to
combat-care injuries. Figure 11 provides a breakdown of prevalent inpatient
procedures in military hospitals, the most predominant of which relate to pregnancy,
childbirth, and newborn care. Although these procedures can provide valuable
workload to support the general skill of providers and health care teams, they do not
represent the ideal case load required to maintain the clinical skills directly related to
medical readiness.

Figure 11. Top 10 Inpatient Procedures in Military Treatment
Facilities, FY 2013249
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Relying on existing MTF medical cases as a training platform for combat care can
result in a misalignment of military medical personnel compared to the medical
requirements necessary to support the operational missions.?5¢ At the start of the wars
in Afghanistan and Iraq, the military medical force was understaffed for surgeons,
anesthesiologists, and other specialties critical to combat casualty care,?5! and
overstaffed in specialties that generally provide peacetime health care.252 Some military
medical professionals have concluded that the expectation to deliver ongoing, high
quality, beneficiary health care, while preparing for the possibility of war, creates

248 Ibid.

24% Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, February 21, 2014, 78, accessed December 15, 2014,

httpt/ /www.tricare.mil/tma/congressionalinformation /downloads/ TRICARE %20Program%20E({fectiveness%20{FY %20
2014)%201.pdf. Note: The DoD has deliberately decreased inpatient mental health beds.

23 John E. Whitley, Brandon Gould, Nancy Huff, and Linda Wu, Institute for Defense Anlayses, Medical Total Force
Management, accessed December 18, 2014,

https:/ /www.ida.org/~/media/Corporate/Files/Publications/IDA_Documents/CARD /P-5047.ashx.

251 Department of Defense, DoD Force Health Protection and Readiness—A Summary of the Medical Readiness Review,
2004-2007, June 2008. The report identified that in 2004, the military medical force contained 359 more pediatricians
and 179 more obstetricians than was required for military missions and was understaffed for its military mission by
59 anesthesiologists and 242 general surgeons.

252 {bid.
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competing interests and directs resources and training away from maintaining
battlefield skills.253

This misalignment of military medical staffing has led the Services to develop a
medical personnel substitution policy.2%4 This policy was first established for the Army
in 1980 to simultaneously support military operations and manage the demands for
all military health system beneficiaries.255 Under this policy, for example, a
requirement for general surgeons to staff a combat casualty care hospital might be
filled, in part, by obstetricians {up to a 35 percent level of replacement}.2%¢ In practice,
not all substituted medical personnel are deployed to support combat operations,
resulting in a wide range of deployment rates between medical specialties.?s” This
situation caused many physicians with high-demand specialties for combat-casualty
care to have deployment rates near the levels of the highest deploying combat
forces.258 High deployment rates among medical personnel are particularly
burdensome because deployed doctors may not have access to the number and range
of cases necessary to maintain their certifications. A RAND analysis found that
shifting manpower requirements to match those specialties that are demanded in
deployed settings “could improve situations at MTFs, since there would be more health
care professionals available for deployment in high demand positions.”?5¢ RAND also
noted, “it could create challenges if there is not enough volume at the MTFs for the
extra health care professionals to be productive and maintain their skills.”260 Creating
mechanisms to change the case mix in MTFs could afford military medical personnel
training opportunities that are more closely aligned to the combat care mission,
improving medical readiness.

MHS Workload

MTFs would benefit from additional workload. As mentioned above, DoD recently
completed the first phase of its MHS Modernization Study, which compared the volume
of health care performed by physicians in military hospitals and clinics to that of
civilian physicians.2¢! The study presented data on military physician work RVU
volume compared to civilian physician work RVU volume. For example, the study
shows that military medical personnel in San Diego, California perform as many
general surgery procedures as 5 percent of civilian surgeons; the other 95 percent of

253 Robert L Mabry, LTC MC USA, and Robert DeLorenzo, COL MC USA, “Challenges to Improving Combat Casualty
Survival on the Battlefield,” Military Medicine, 172.5 (May 2014}: 480.

254 See, e.g., Personnel Procurement: Army Medical Department Professional Filler System, Army Regulation 601-142,
April 9, 2007.

283 See RAND, Arroyo Center and RAND Health, Improving the Deployment of Army Health Care Professionals ~ An
Evaluation of PROFIS, accessed December 19, 2014,
http://www.rand.org/content/dam/rand/pubs/technical_reports/TR1200/TR1227 /RAND_TR1227.pd[.

25 See, e.g., Personnel Procurement: Army Medical Department Professional Filler System, Army Regulation 601-142,
April 9, 2007.

257 RAND, Arroyo Center and RAND Health, Improving the Deployment of Army Health Care Professionals ~ An
Evaluation of PROFIS, accessed December 19, 2014,

http:/ /www.rand.org/content/dam/rand/pubs/technical_reports/TR1200/TR1227/RAND_TR1227.pdf.

258 John E. Whitley, Brandon Gould, Nancy Hulff, and Linda Wu, Institute for Defense Anlayses, Medical Total Force
Management, accessed December 19, 2014,

https:/ /www.ida.org/~/media/Corporate,/Files/Publications/IDA_Documents/CARD /P-5047,ashx.

259 RAND, Arrayo Center and RAND Health, Improuing the Deployment of Army Health Care Prafessionals ~ An
Evaluation of PROFIS, accessed December 19, 2014,

http:/ /www.rand.org/content/dam/rand/pubs/technical_reports/TR1200/TR1227/RAND_TR1227 pdf.

250 ibid.

281 Department of Defense, Military Health System Modemnization Study, v. 28, October 2014. Note: The RVU measure
does not account for training a physician may have received while deployed or while providing health care at a civilian
medical facility.
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civilian surgeons do more procedures each year and in San Antonio military
orthopedic surgeons perform as many procedures as 7 percent of civilian orthopedic
surgeons.262 The study used this RVU data as a proxy for clinical currency or
proficiency and, as such, presented the data as a tool to advocate for the repurposing
of MTFs and the reallocation of the medical force to MTFs with access to a greater
volume of patients.

Because RVUs, as mentioned above, are not an ideal metric to measure clinical
proficiency or the readiness of the medical force, the Commission tested the
MHS Modernization Study findings by examining military hospital workload across a
range of alternative health care measures.?63 The research relied upon academic
literature that suggests the volume of complex surgical cases performed should be
measured for individual providers (to measure individual proficiency} and for the
hospital as a whole (to measure the proficiency of the entire hospital team supporting
the individual surgeon).?64 For example, evidence-based standards for coronary artery
bypass grafting (CABG} suggest a hospital should do at least 250 CABGs per year to
get the best outcomes.?65 In FY 2013 only 338 CABGs were performed within the direct
care system of military hospitals. The Eisenhower Army Medical Center performed
64 procedures, the most for any single facility.?66 The Commission found similar
results in other orthopedic procedures and cardiothoracic surgical procedures.267 The
Commission also found that 82 percent of intensive care unit admissions occurred in
MTFs with total admissions below the level at which academic literature suggests the
best outcomes can be expected.268

This analysis supports those of the MHS Modernization Study related to low workload
in military hospitals. These workload issues could be addressed by attracting
additional cases into MTFs, especially those cases that provide good training
opportunities for the combat care mission. The MHS Modernization Study concluded
that 16 of the 41 military inpatient hospitals in the United States required changes to
their capability.?69 DoD determined eight of these military hospitals should transition
out of inpatient care delivery and be repurposed as outpatient facilities or birthing
centers.?7¢ Final determination on the other eight facilities was delayed for a year.27!
Closing underutilized facilities does not address the necessary mix of complex cases
required to maintain the readiness of the medical force.

262 Department of Defense, Military Health System Modernization Study, v.28, 35, October 2014. The Commission
calculated the percentages from the MHS Modernization Study’s chart illustrating median percentages for given
procedures in selected MTFs.

263 CNA Analysis Solutions, The Quality-Volume Relationship: Comparing Civilian and MHS Practice, Novemnber 2014,
DIM-2014-009221-Final. {Research and analysis performed for MCRMC .}

264 fhid, iii.

265 Ibid, 20.

256 Ihid, 21.

267 Thid, 23-24, 27.

248 Ibid, 26.

26¢ Under Secretary of Defense (Personnel and Readiness), Enhancing Military Health System Performance,
memorandum for members of the Military Health System Executive Review, March 6, 2014. Facilities that required
changes 1o their capability were identified based on muiltiple criteria, including the ability to recapture health care from
the private network, the availability of local civilian health care providers, and cost-effectiveness to maintain services at
the military facility.

270 Under Secretary of Defense {Personnel and Readiness), Enhancing Military Health System Performance,
memorandum for members of the Military Health System Executive Review, March 6, 2014.

21 Department of Defense, Military Health System Modernization Study, .28, October 2014.
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New Tools To Maintain Medical Readiness

The issues related to workload levels and the mix of medical cases represent
challenges to maintaining the readiness of the medical force, yet DoD has limited
means of effecting meaningful change in the amount of medical workload, the mix of
complex medical cases, or the access to trauma-care cases. An assumption used by
the MHS Modemnization Study was that the MHS can recapture health care currently
being provided to eligible beneficiaries in local civilian hospitals or clinics.272 Both the
Amy and Navy Surgeons General told the Commission current catchment areas
around MTFs limit their ability to attract eligible beneficiaries who would like to
receive care in MTFs.273 Figure 11 indicates that the current beneficiary workload may
not generate the case mix needed to ideally support training for combat care. In some
locations the eligible beneficiary population does not require the right type of or
complexity of surgical or trauma care for maintaining the readiness of the military
medical force.?74 Recapturing beneficiary workload has resulted in reassignment of
some beneficiaries from civilian to military primary care managers, limiting their
choice of health care providers and disrupting their current health care delivery.275

There are several new tools that could attract more complex medical cases into the
MHS to aid in the management of MTF workload and case mix, which in turn would
contribute to the readiness of the medical force. For example, alternative prices could
be established for certain procedures that would provide the necessary access to
complex medical cases and contribute directly to maintaining the readiness of the
medical force.?’¢ Establishing commercial reimbursement rates and associated billing
systems,?’7 improving authorities, and allowing greater access to veterans and
civilians with relevant complex medical cases and trauma that contribute to essential
medical capabilities all would provide military hospitals and clinics more opportunities
for training the military medical force.?’8 Also, providing additional incentives for
eligible MHS beneficiaries to use military hospitals and clinics would increase
utilization of these facilities and provide additional opportunities to maintain clinical
proficiency. Recommendation 6 details means of accomplishing these goals.

The military has opportunities to sustain or improve the readiness of the medical force
through partnerships with civilian trauma care facilities. These partnerships were
originally developed in response to the lack of trauma training available to the medical
force within the MTFs. The Government Accountability Office (GAO} found that the
military Services were unprepared for trauma care during the Gulf War.279 According

273 Navy and Army Surgeon General, meeting with MCRMC Commissioners, June 12, 2014,

Ibid.
%> See, e.g., Madigan Army Medical Center, April Community Update, 2014. Note: a change from a civilian PCM to a
Military PCM means to change from a civilian medical practice to a military facility, the actual health care provider
within the military facility can be civilian or military.
% See Amanda E. Lechner, Rebecca Gourevitch, and Paul B. Ginsburg, Center for Studying Health System Change,
The Potential of Reference Pricing to Generate Health Care Savings: Lessons from a California Pioneer, Research Briel
Number 30, accessed December 23, 2014, htip:/ /www.hschange.org/ CONTENT/1397/.
277 General Dynamics was awarded a $63 million contract to modernize the military billing and collection system. The
Armed Forces Billing and Collection Utilization Sotution {ABACUS) will provide software-as-a-service to automate,
consolidate, and centralize billing and collections across 136 medical treatment facilities. “News and Events,” General
Dynamics Information Technology, accessed November 29, 2014, http://www.gdit.com/News-And-
Events/2014/General-Dynamics-Awarded-63-Million-to-Modemize -Military-Health-Billing-and-Collections-System /.
#7¢ One barrier to providing health care to alternative populations at military hospitals and clinics is that many of the
facilities arc located on secure military instaliations with restricted access.
27 Government Accountability Office, Operation Desert Storm: Problems With Air Force Medical Readiness, GAQ /NSIAD-
94-38, accessed January 10, 2015, http:/ /www.gao.gov/assets/220/218960.pdf. Operation Desert Storm:
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to GAO, the Gulf War highlighted that military medical forces were “unprepared to
provide combat casualty care” and it brought into question the DoD’s “ability to meet
its wartime medical mission.”?8¢ GAO attributed this lack of readiness to the types of
training medical forces receive. “Since most military treatment facilities provide health
care to active-duty personnel and their beneficiaries and do not receive trauma
patients, military medical personnel cannot maintain combat trauma skills during
peacetime by working in these facilities.”?8! Ultimately, the Congress directed DoD to
enter into partnerships at civilian facilities to improve predeployment training in
combat casualty care.?82

Subsequent to this directive, each of the Services established trauma training
programs that partner with nationally renowned level-1 civilian trauma centers.283
These programs are highly regarded for the training resource they afford the military,
as well as access to civilian medical research infrastructure and the capability to
maintain a group of highly skilled military trauma care providers.28* They are also
beneficial to the civilian trauma centers because military providers augment their
labor force, the partnership provides for the introduction of cutting-edge ideas and
practices from the battlefield, and the civillan providers have an opportunity to
participate in DoD-sponsored research.285 A study comparing military personnel at
the Baltimore Shock Trauma Center (STC) with personnel at the theater hospital in
Balad, Iraq found that, despite an important difference in patients and settings, “the
operations performed and outcomes were similar.”286 The authors concluded, “Because
a higher volume of trauma patient admission correlates with improved outcomes, the
large-volume, high acuity exposure and training obtained by the C-STARS rotators at
STC would suggest an advanced level skill set before deployment.”287

Research on brigade support medical companies that were augmented with forward
surgical teams found all interviewed physicians and physician assistants who
attended predeployment trauma training courses or programs at the Services’ trauma
training centers associated with civilian level-1 trauma centers perceived them
extremely valuable.?88 Those who did not attend such training believed it would have
greatly improved their ability to treat trauma and mass casualties.289 The Air Force
Deputy Surgeon General stated as current military operations diminish, a priority is to
invest more in civilian partnerships to ensure military physicians continue to be
exposed to cases that are operationally relevant.2?® Aithough this realistic trauma

Improvements Required in the Navy’s Wartime Medical Program GAQ/NSIAD-983-189, accessed January 10, 2015,
http:/ /www.gao.gov/assets/220/218210.pdf. Operation Desert Storm: Full Army Medical Capability Not Achieved,
GAO/NSIAD-92-175, accessed January 10, 2015, http://www.gao.gov/assets/220/218309.pdf.

290 Government Accountability Office, Medical Readiness: Efforts Are Underway for DOD Training in Civilian Trauma
Centers, GAQ/NSIAD-98-75, 12, accessed January 10, 2015, http:/ /www.gao.gov/assets/160/156122.pdf.

281 Ibid.

282 National Defense Authorization Act for FY 1996, Pub. L. No. 106-104, § 744, 110 Stat. 386 (1996}.

283 Chad M. Thorsen, MD, et al., “Military Trauma Training at Civilian Centers: A Decade of Advancements,” Joumal of
Trauma and Acute Care Surgery, 73, no. 6 (2012): $483-5489.

284 Thid.

285 1bid.

286 Maureen McCunn, MD et al., “Trauma Readiness Training for Military Deployment: A Comparison between a

U.S. Trauma Center and an Air Force Theater Hospital in Balad, Iraq,” Military Medicine, 176, no. 7 {July 2011}: 772,
287 bid.

288 Emil Lesho, COL MC USA, “Prospective Data, Experience, and Lessons Learned at a Surgically Augmented Brigade
Medical Company (Levei II+] During the 2007 Iraq Surge,” Military Medicine, 176, no. 7 {July 2011}: 763-768.

28% Ihid.

290 Ajr Force Deputy Surgeon General, meeting with MCRMC Comumnissioners, June 12, 2014.
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training in a live setting provides beneficial experience, some question whether these
training platforms will continue after current contingency operations conclude.291

Flow of Health Care Funding

MHS is currently funded from a variety of sources, including Defense Health Program
appropriations {operations and maintenance, procurement, and research and
development)},292 the Services’ military personnel appropriations,2?3 Defense-wide
military construction appropriations,?® and payments from the Medicare-Eligible
Retiree Health Care Fund (MERHCF}.295 These funds cover medical readiness costs,
including delivering care to active-duty Service members and training for military
medical personnel, and the costs of delivering care to beneficiaries. The budgeting
process, as currently designed, does not allow for distinction between these two
expenditures.29¢ This flow of funding can have a negative effect on the MHS. As GAO
has written, “choices about the method of budget reporting represent much more than
technical decisions about how to measure cost, rather they reflect fundamental
choices about the controls and incentives to be provided by the decision-making
process.”297

Conclusions:

The critical nature of joint readiness, including the essential medical readiness
examples above, make it clear that four-star leadership is needed to sustain dedicated
focus on the joint readiness of the force. Ensuring that the hard-fought progress
achieved during the past decade in the delivery of combat casualty care on the
battlefield, the global capability for evacuating casualties and providing critical care
while in transit, and the research that has led to advances in wound care and
hemorrhage control, requires strong oversight at the highest level. The Commission
thoroughly evaluated the merits of a four-star joint medical command. In fact, 15 out
of 18 studies between 1948 and 2011 recommended the establishment of a unified,
joint, or central authority over military medicine. Yet, medicine is only one component
of joint military readiness. The essential nature of military medicine by itself warrants
four-star oversight, and the Commission concludes the best course of action is to
create a four-star Joint Readiness Command to manage the readiness, as well as the
interoperability, efficiency, and “jointness” of the entire military force, including
medical readiness.

2%t See Chad M. Thorson, MDD, et al., “Military Trauma Training at Civilian Centers: A Decade of Advancements,”
Journal of Trauma and Acute Care Surgery, 73, no. 6 {2012}: S483-5489.

2 See, e.g., Defense Health Program, Fiscal Year (FY) 2015 Budget Estimates: Operation and Maintenance Procurement
Research, Development, Test and Evaluation, accessed December 19, 2014,

http:/ /comptroller.defense.gov/Fortals/ 45/ Documents/ defbudget /fy2015/budget_justification /pdfs/09_Defense_Heal
th_Program/DHP_PB15_Vol_I-1l.pdf.

2% See, e.g., Department of Defense, Evaluation of the TRICARE Pragram: Access, Cost, and Quality, Fiscal Year 2014
Report to Congress, accessed December 15, 2014,

http://www.tricare.mil /tma/congressionalinformation / downloads/ TRICARE%20Program %2 OEffectiveness%20(FY%20
2014)%201.pdf,

2% See, e.g., Department of Defense, Fiscal Year (FY) 2015 Budget Estimates: Military Construction Family Housing
Defense-Wide, accessed December 19, 2014,

http://comptroller.defense.gov/Portals/45/Documents/defbudget /fy201 5/budget_justification/pdfs/07_Military_Cons
truction/Military_Construction_Defense-Wide.pdf.

2% See, e.g., Department of Defense, Office of the Actuary, Valuation of the Medicare-Eligible Retiree Health Care Fund,
accessed December 19, 2014, hrtp://actuary.defense.gov/Portals/ 15/ Documents/FY_2012_MERHCF_ Val_report.pdf.
2% Government Accountability Office, Accrual Budgeting: Experiences of Other Nations and Implications for the United
States, Report to the Honorable Benjamin L. Cardin, House of Representatives, GAO/AIMD-00-57, accessed Decemnber
19, 2014, http://www.gao.gov/assets/ 160/ 156759.pdf.

297 Ibid.
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Joint Readiness Command

A four-star command is essential for the proper oversight of joint readiness that
extends beyond medical readiness. For example, despite repeated inquiries, the
Commission was unable to obtain a definitive answer as to whether the Reserve
Component (RC} would remain operational or revert to a strategic posture. This
question has broad implications for the maintenance of the All-Volunteer Force, as
well as the proper design of the military compensation system. A four-star commander
with responsibility for joint readiness would have the stature and resources necessary
to thoroughly analyze the best posture of the RC, recommend strategic guidance for
maintenance of the All-Volunteer Force, and provide input to the Secretary of Defense
and the Chairman of the Joint Chiefs of Staff needed to best align compensation
programs with maintaining a balanced force.

In addition, a four-star commander is needed to ensure the {lexibility inherent in the
recommendations in this report are best used to maintain the readiness of the entire
force and, as argued in this recommendation, specifically the readiness of the medical
force. This report provides new tools with which DoD can adjust workload in MTFs to
provide the best available training opportunities to maintain the clinic proficiency of
medical personnel. Because these adjustments may require additional funding to
attract workload, there would be a natural tension between maintaining readiness and
budget pressures. A four-star commander is needed to effectively advocate for
readiness funding and actively participate in the planning, programming, budget, and
execution (PPBE) process, especially in the current period of declining military
budgets.

A four-star command is also consistent with both the Commission’s Congressional
mandate and Presidential principles. The Commission’s establishing statute mandates
that its recommendations must “ensure the long-term viability of the All-Volunteer
Force by sustaining the required human resources of that force during all levels of
conflict and economic conditions.”?8 Strong leadership at the most senior levels,
including oversight of the readiness of critical medical personnel, is required to
achieve this mandate. Similarly, a four-star commander best fulfills the President’s
principles that seek to sustain “our Nation’s ability to sustain an All-Volunteer Force,”
to ensure “responsive and prudent management” of the Force, and to “actively retain
the most experienced and qualified service members and align compensation and
benefits to achieve this end.”29¢

The President, the Congress, and DoD should therefore create a new four-star
general/flag officer billet to lead a Joint Readiness Command (JRC) that manages the
readiness of military personnel. The JRC should focus on the military personnel
aspects of DoD’s ability to train, mobilize and deploy an integrated and ready active
and RC force to support assigned missions. The JRC would include readiness issues
across combat domains, including, of particular concern to the Commission, the area
of military medical readiness.

295 National Defense Authorization Act for FY 2013, Pub. L. No. 112-239, § 671(a}{1}, 126 Stat. 1632, 1787 (2013}
{amended by Nationa! Defense Authorization Act for FY 2014, Pub. L. 113-66, § 1095(b}, 127 Stat. 672, 879 (2013})}.
299 President Barack Obama, Principles for Moedernizing Compensation and Retirement Systems, accessed December 15,
2014, http:/ /www.mcrme.gov/ public/docs/ statutory/Principles.pdf.
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Joint Staff Readiness Directorate

To further ensure the appropriate focus on medical readiness throughout the
requirements determination and budget processes, medical readiness issues should be
elevated within the Joint Staff. A Joint Staff Medical Readiness Directorate (J10j
should be established and directed by a three-star general/flag medical officer. The
J10 should coordinate with the JRC on medical readiness issues. The current Joint
Force Surgeon (J4) office should be transitioned to the new J10, which has
responsibility to include establishing a Joint Medical Readiness Oversight Council
(JMROC). The JMROC should comprise the J10, the medical section of the JRC, the
Service Surgeons General, the Medical Officer of the Marine Corps, and, as needed,
the Combatant Command Surgeons. The JMROC should also include advisory
representatives from Offices of the Undersecretaries of Defense for Personnel and
Readiness, Acquisition, Technology and Logistics, and Comptroller; the Assistant
Secretary of Defense for Health Affairs; and the Directors, Cost Assessment and
Program Evaluation; Defense Health Agency (DHA}; and such others as the J10
director may deem appropriate. The J10 director should advocate for medical
readiness matters in the PPBE process, including providing staff representatives to
PPBE issue teams and the three-star programmers meeting on all medical issues in
the PPBE process. The J10 director should also provide advice to the Chairman and
Vice Chairman on all medical issues in the PPBE process.

Reorienting MTF Capabilities

MTFs, with their current workload and case mix, are not ideal platforms for training
military medical personnel for the readiness mission. The predominance of care
provided at MTFs does not provide direct training opportunities for those medical
specialties most needed in wartime situations. Military medical personnel are
misaligned with wartime requirements; deployment rates of medical specialties are
highly inconsistent; and medical readiness funding is comingled with beneficiary care
costs. Overall workload in MTFs is below commercial standards, particularly in
operational specialties. DoD has very limited means of effecting change in the
underlying causes for MTFs not being ideal training platforms. 1t can only change
workload in MTFs by “recapturing” beneficiary care, which restricts beneficiaries’
health care choices and does not resolve case mix challenges. Although this report
suggests new tools to make MTFs better training platforms, DoD has no centralized
oversight of battlefield health care or the medical readiness mission to ensure those
tools are implemented and used to best support combat casualty care.

To ensure the Nation is not left unprepared at the start of the next war, the military
medical lessons learned during war must be preserved and improved upon whenever
possible. The military medical force should be provided every opportunity to access the
best possible training environments. Accordingly, DoD needs to implement a new
strategic framework to maintain medical readiness, new tools with which to achieve
this readiness, and new oversight to ensure Service members receive the best care
possible during the next conflict.

DoD should clearly identify Essential Medical Capabilities (EMCs}300 the military needs
for its operational mission, taking into account the experiences during the last

30 Essential Medical Capability (EMC] refers to a limited number of critical medical capabilities that must be retained
within the military for national security purposes. These capabilities are vital to effective and timely health care during
contingency operations. EMCs should include clinical and logistical capabilities reiated to combat casualty care;
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13 years of war. EMCs should include Specialized Military Conditions (SMCs)3%! not
primarily performed in theater but commonly associated with military operations.
EMCs should be maintained as a core capability of military medicine. To maintain
these EMCs, DoD should establish clinical proficiency standards for military medical
personnel and facilities that are based on widely accepted metrics of the medical
profession, taking into account military readiness requirements. DoD should also be
given new authorities to make certain it meets these proficiency standards, including:

= Allowing beneficiaries to choose from a selection of commercial insurance plans
offered through a DoD heath benefit program. This approach, which
Recommendation 6 outlines in greater detail, would improve the health benefit
for military beneficiaries. It would also create new tools with which DoD could
attract patients into military hospitals, especially those with complex medical
cases that are important for medical readiness training that will advance the
medical readiness mission.

* Annually adjusting copayments for EMC-related care delivered in MTFs so DoD
beneficiaries have financial incentives to receive MTF care.

= Providing care to VA patients and civilians3°2 who have cases consistent with
DoD’s EMCs.

* Annually adjusting procedure reimbursement rates at MTFs. Reimbursement
rates charged by MTFs should be based, in part, on the need to attract
sufficient EMC-related workload and case mix to maintain MTFs as appropriate
readiness training platforms. Such tools require strong oversight to guard
against budget cutting and ensure they are used to maintain readiness of the
medical force and the health of the MHS as a training platform.

= MTF catchment areas?03 should be eliminated. By doing so, eligible beneficiaries
who currently live outside of catchment areas would be able to seek health care
at military hospital and clinics. Not only would this change provide additional
choices to beneficiaries, it could provide additional workload to better support
MTFs in achieving their readiness mission. Recommendation 6 outlines the
basis for eliminating these catchment areas.

medical response to and treatment of injuries sustained from chernical. biological, radiological, nuclear, and explosives
incidents; diagnosis and treatment of infectious diseases; aerospace medicine; and undersea medicine. EMCs also
include a limited number of “Specialized Military Conditions” (SMCs} not primarily performed in theater but commonly
associated with military operations.

301 Care provided for Specialized Military Conditions {SMC} refers to the diagnosis, treatment, and rehabilitation of
certain conditions incurred as a direct result of military activity, i.e., amputations, certain musculoskeletal trauma,
burns, traumatic brain injuries, and post-traumatic stress disorder. SMCs are unusual medical conditions that are
particularly associated with military action during major operations and training exercises and are not typically
common among the civilian popuiation. SMCs evolve to reflect emerging medical conditions that result from changes in
warfighting and advancements in commercial-sector medical treatments,

302 Health care provided to civilians should be limited to EMC-related health care, For example: Burn patients at the
San Antonio Military Medical Center, Traumatic brain injury rehabilitation at any of the National Intrepid Centers of
Excellence, or rehabilitation at the Center for the Intrepid for amputations, burns, or functional imb loss.

0% National Defense, 32 CFR 728.2. A specified geographic area surrounding each Uniformed Services Medical
Treatment Facility {USMTF) or designated Uniformed Services Treatment Facility (USTF}. In the United States,
catchment areas are defined by zip codes and are based on an area of approximately 40 miles in radius [or inpatient
care and 20 miles in radius for ambulatory care.
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= Standardizing and increasing the number of local agreements to take advantage
of the opportunities to provide the medical force more trauma-care training at
civilian facilities. If operational medical requirements exceed the training
capacity of the MTF system, DoD should have the authority to make training in
civilian facilities a more prominent program and to seek ways to allow more
medical forces to participate. To the extent possible, DoD should be able to
standardize agreements with civilian hospitals to facilitate training by medical
personnel across the Services. Agreements also need to be structured so that
military medical personnel can be mobilized without introducing risk to the
civilian facilities.

= Segregating funding for beneficiary care from the cost of medical readiness in
the DoD budget. As Recommendation 6 outlines in detail, beneficiary costs can
be segregated by funding them through insurance premiums and a new Basic
Allowance for Health Care. By doing so, additional readiness funds necessary to
cover MTF costs would be budgeted separately, improving transparency,
oversight, and allocation to the readiness mission. Improving transparency in
medical readiness funding also helps ensure ongoing focus on medical research
contributing to battlefield and expeditionary medicine.

The MHS Modernization Study concluded that many MTFs without sufficient workload
should discontinue their inpatient services.®* Although it may be appropriate to close
inpatient services at some MTFs, doing so is not the only solution to workload and
case mix shortfalls. In fact, closing or reducing services at MTFs may exacerbate
workload issues at other facilities. Reducing the capability at too many MTFs has the
potential to adversely affect the ability of the MHS to maintain sufficient capacity for
wounded warrior care. Facility reduction may represent long-term risk to military
medicine, and does not address the underlying problem. The military medical force
requires access to the desired volume and mix of complex medical cases and trauma
to maintain medical force readiness.

Recommendations:
= The Secretary of Defense, together with the Chairman of the Joint Chiefs of
Staff, should seek to improve the oversight of joint medical readiness through
the creation of newly established Joint Readiness Command led by a four-star
general/flag officer, as well as transitioning the Joint Force Surgeon (J4) office
to the J10 Medical Readiness Directorate in the Joint Staff.

- The JRC should be a functional unified command led by a four-star military
officer with broad responsibilities for readiness across DoD. Much of the
required structure for this new command can be harvested from the Joint
Staff which has grown in recent years to provide oversight of many of the
functions that would be the responsibility of this new command. The JRC
should include a subordinate joint medical function whose primary
responsibilities include advising the JRC commander on the readiness
status of the medical force, determining joint medical doctrine and

204 Department of Defense, Military Health System Modernization Study, v.28, October 2014.
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requirements,305 and advising joint sourcing of medical assets with Joint
Staff J3 and J10.

- The J10 Medical Readiness Directorate should be led by a three-star military
medical officer whose primary responsibilities include advising the
Chairman of the Joint Chiefs of Staff on medical readiness issues, advising
the Joint Requirements Oversight Council, validating joint medical readiness
requirements, chairing the JMROC, and participating in the PPBE process.

= The Congress should establish the statutory requirement for DoD to maintain
EMCs to promote and maintain certain medical capabilities within the military.
Figure 12 shows components of EMCs, and Table 6 outlines roles and
responsibilities regarding EMCs.

Figure 12. Components of Essential Medical Capabilities

Examples: Examples: ; mple:

« Trauma Surgery . o s Medical Evacuation %« Traumatic Brain Injury
+OrthopedicSurpery - « Establishment of Field Hospitals . sBums

« Point of Injury Stabilization - - s S L = Amputations

+ Care forinfectious Disease : Looon o e Postitraimatic Stress.

Table 6. Roles and Responsibilities Regarding
Essential Medical Capabilities

1) Establish the statutory requirement for DoD to maintain EMCs

2) Establish requirement for Secretary of Defense to report annually to the Congress on
Congress EMCs
3) Establish requirement for Comptrolier General to review annuaily DoD’s adherence to
EMC requirements
1) Approve the capabilities designated as EMCs and establish policies and standards to
maintain them
2} Report annually to the Congress on EMCs and associated metrics

Secretary of
Defense

205 Services determine their own medical readiness requiremnents; the JMC would complete joint medical requirements
analysis in support of joint combatant command operations.
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1} Establish joint readiness requirements consistent with EMCs
2} Identify EMCs in collaboration with the Under Secretary of Defense for Personnel and
Readiness, the Joint Staff, and the Military Services.
Joint 3} Monitor and report on Service adherence to EMC policies, standards, and medical
Readiness  manning requirements and fill rates for each EMC
Command - 4} Participate in PPBE process to recommend allocation of medical readiness funding
{with regard  from Service O&M Readiness accounts to fulfill EMCs
to military  5) Recommend and coordinate usage of tools designed to assist in maintenance of
medical EMCs, including providing recommendations to Defense Health Agency (DHA) and the
readiness})  Office of Personnel Management for annual negotiations with health insurance carriers
{see Recommendation 6}
6} Monitor and recommend allocation of medical personnel to locations to ensure
maintenance of EMCs

1} Advise the Chairman on medical readiness issues

élog{:m;s 2) Advise Joint Requirements Oversight Councit {JROC) on medical readiness issues
weadine 3) Chair the Joint Medical Readiness Oversight Council {{MROC})
Directorate

4} Participate in PPBE process on medical readiness issues

1) Develop Service-specific medical readiness requirements
2} Submit to JRC the core manning requirements that directly fulfill each EMC, by
medical specialty.

Services 3} Maintain at all times the medical specialties required for EMCs, without substitution
4} Regulate medicai manning requirements and fili rates that fulfill each EMC
5} Manage preservation of core skills that are required for each EMC
6) Adhere to EMC policies and standards

= EMCs should be defined as a limited number of critical medical capabilities that
must be retained within the military for national security purposes. These
capabilities are vital to effective and timely health care during contingency
operations. EMCs should include clinical and logistics capabilities necessary to
accomplish operational requirements such as combat casualty care; medical
response to and treatment of injuries sustained from chemical, biological,
radiological, nuclear, and explosives incidents; diagnosis and treatment of
infectious diseases; aerospace medicine; and undersea medicine. EMCs also
include a limited number of SMCs not primarily performed in theater but
commonly associated with military operations (e.g., therapy for post-traumatic
stress disorder)}.30¢ EMCs should not include medical missions or specialties not
commonly associated with operational military medicine or SMCs. The Congress
should require the Secretary of Defense and GAQ to report annually on EMCs
and their associated readiness metrics.

- The Secretary of Defense should approve the capabilities designated as
EMCs and establish policies to maintain them, including standards for the

306 Care provided for Specialized Military Conditions {SMC) refers to the diagnosis, treatment, and rehabilitation of
certain conditions incurred as a direct result of military activity, i.e., amputations, certain musculoskeletal trauma,
burns, traumatic brain injuries, and post-traumatic stress disorder. SMCs are unusual medical conditions that are
particularly associated with military action during major operations and training exercises and are not typically
common among the civilian population. SMCs should evolve to reflect emerging medical conditions that result from
changes in warfighting and advancements in commercial-sector medical treatments.
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mix and volume of medical cases based on widely accepted metrics of the
medical profession and the unique readiness requirements of the military.

- The JRC should measure adherence to the Secretary’s EMC policies and
standards using information pertaining to personnel, training, and MTFs
provided by the Services. The JRC should participate in the PPBE process to
advise on appropriate funding levels for military medical readiness and the
allocation of such funds to best maintain EMCs. Upon identifying a shortfall
in maintaining EMC standards, the JRC should recommend employing the
following tools based on local market conditions, some of which relate to the
commercial insurance benefit described in Recommendation 6:

Adjustments to procedure prices for EMC-related cases that MTFs
charge to insurance carriers.

Adjustments to beneficiary copayments to incentivize use of the
MTFs. The JRC should coordinate with the DHA on DoD’s annual
recommendations to the Office of Personnel Management (OPM} and
the insurance carriers, as required with implementation of
Recommendation 6 of this report.

Authority to allow veterans and civilians with cases that are needed
for EMC skill maintenance to be treated in MTFs.307

Permanent Change of Station assignments of the medical force to
civilian hospitals or VA facilities to offer alternative venues for skill
maintenance.

- The Services should develop the means for adhering to EMC policies and
clinical skill maintenance standards.

The Services should closely manage the preservation of core skills
that are directly required for each EMC approved by the Secretary of
Defense.

The Services should carefully regulate the manning requirements
and personnel fill rates, by medical specialty, that directly fulfill each
EMC.

Services should not substitute medical specialties required for EMCs.

The Services should submit to the JRC a description of these core
skills and the actions taken to achieve the Secretary’s skill
maintenance standards. The Services should submit to the JRC these
medical personnel requirements and fill rates.

307 The Code of the Federal Regulations specifies the priority level assigned to categories of DoD beneficiaries with
space-available access to MTFs. Veterans and civilians should be added ar a level below the existing priority groups,
and EMC-related medical cases should be included as a factor in the prioritization. Veterans and civilians seeking
medical treatment of the same type as DoD beneficiaries should not displace DoD beneficiaries in the existing priority

groups.
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= The Congress should adjust the flow of funding to better align DoD medical
programs with their purpose and operations.

- Funding for active-duty family, retiree, and Reserve Component health care
should be contained in Services’ Military Personnel (MILPERS} budget
accounts,

- The MERHCF should be expanded to cover the health care and pharmacy
programs for non-Medicare-eligible retirees. Non-Medicare-eligible retiree
health care should be accrual funded, similar to how Medicare-eligible
retiree health care is today.

- To finance the new health care program for active-duty families, RC
members and families, and non-Medicare-eligible retirees (see
Recommendation 6), funds should be transferred as follows:

= For active-duty families and RC members and families, funds should
be transferred from the MILPERS accounts to the Employee Health
Benefits Fund managed by OPM.

* For non-Medicare-eligible retirees, funds should be transferred from
the MERHCF to the Employee Health Benefits Fund managed by
OPM.

- To finance the existing pharmacy and dental programs for families and RC
members and families and pharmacy, dental, and health care for active-duty
Service members, a new trust fund should be created and managed by DoD
for health care expenditures appropriated in the current year.

- The MTFs should be funded through a revolving fund using the
reimbursements they receive for care delivered.

- In the case of MTF operations that are deemed required for EMC skill
maintenance, costs that exceed the revenue generated from the delivery of
care should be paid by the Services’ Operations and Maintenance (O&M)
accounts. This amount would be a necessary cost of readiness of the
medical force.

- The Congress should eliminate the Defense Health Program budget account
because health care should be funded from MILPERS accounts for transfer
to the trust funds referenced above and readiness costs should be resourced
from Services’ O&M accounts.

= Catchment areas around MTFs should be rescinded, allowing MTFs to attract
cases unrestricted by geographic vicinity.

Implementation:
* 10 U.5.C. Chapter 6 governs the Combatant Commands of the military. Chapter
6 should be amended by adding a new section that establishes a Joint
Readiness Command (JRC]).
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= 10 U.S.C. § 155 governs the Joint Staff. This section should be amended to add
a new provision that establishes a new directorate {J10) responsible for medical
readiness.

= A new chapter, Chapter 174, Sustainment of Essential Medical Capabilities,
should be created in Title 10 of the United States Code. The chapter should:
establish a general definition of essential medical capabilities (EMCs}; require
the Secretary of Defense to establish EMCs in consultation with the JRC and to
develop policies to maintain EMCs; require the Services to maintain EMCs and
the JRC to track the Services’ capabilities relating to EMCs; and require annual
reporting to the Congress by both DoD and the Government Accountability
Office on DoD’s progress establishing EMCs and meeting goals relating to
EMCs.

* Chapter 101, Title 10, U.S. Code governs general military training. Chapter 101
should be amended to add a new section, authorizing the Secretary of Defense
and each Secretary concerned to permit military medical personnel to train in
VA or civilian facilities.

= 5 CFR 199.17 should be amended to include veterans and civilians with EMC-
related cases at a priority level below the existing beneficiary groups and to
include EMC-related medical cases as a factor in the prioritization. The section
should also be amended to eliminate geographic “catchment areas” for MTFs.

= Any other regulations (including the Code of Federal Regulations, if applicable)
instructions, directives, or internal policies necessary to conform to the
recommendation described above should be reissued, updated, amended,
retracted, or otherwise changed as needed.
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RECOMMENDATION 6: INCREASE ACCESS, CHOICE, AND VALUE OF
HEALTH CARE FOR ACTIVE-DUTY FAMILY MEMBERS, RESERVE
COMPONENT MEMBERS, AND RETIREES BY ALLOWING BENEFICIARIES TO
CHOOSE FROM A SELECTION OF COMMERCIAL INSURANCE PLANS
OFFERED THROUGH A DEFARTMENT OF DEFENSE HEALTH BENEFIT
FROGRAM.

Background:

The Department of Defense’s TRICARE program provides health care benefits for
Active Component (AC) Service members, Reserve Component (RC) members, retirees,
their dependents, survivors, and some former spouses at Military Treatment Facilities
{MTFs} or through a network of civilian health care providers.308 TRICARE comprises
three main plans:3° TRICARE Prime, which is structured as a health maintenance
organization (HMO};21® TRICARE Standard, which is a nonnetwork, fee-for-service
(FFS)31! plan;3!2 and TRICARE Extra, which is also an FFS plan, but with a preferred
provider organization (PPO).313 Members of the National Guard and Reserve can
purchase TRICARE Reserve Select, which is a premium-based health plan.3t4

38 See generally Armed, Forces, 10 U.S.C. ch. 55. See also Department of Defense, Evaluation of the TRICARE Program:
Access, Cost, and Quality, Fiscal Year 2013 Report to Congress, 5, accessed June 20, 2014,

http:/ /tricare.mil/tma/dhcape/program/downloads/ TRICARE2013%2002_28_13%20v2.pdf. Members of the
Uniformed Services and their dependents also are eligible for TRICARE. See MCRMC, Report of the Military
Compensation and Retirerent Modermization Commisstor: Interim Report, June 2014, 116-117,

http:/ /www.merme.gov/index.php /reports. The individuals listed are considered eligible “beneficiaries” for the
TRICARE program. Additional information and discussion on eligibility requirements can be found at www.tricare.mil
{https:/ /www.tricare.mil/Plans/Eligibility.aspx}, the official website of the Defense Health Agency {DHA), a component
of the Military Health System.

%% The President’s Budget for FY 2015 included a proposal to conselidate TRICARE Prime, Standard, and Extra options
into one plan. For a description of the PB 2015 health care proposals, see Office of the Undersecretary of Defense
{Comptroller}, United States Department of Defense, Fiscal Year 2015 Budget Request Overview (March 2014), 5-10-
5-14, accessed April 14, 2014,

http:/ /comptroller.defense.gov/Portals/45/Documents/defbudget /fy2015/fy2015_Budget_Request_Overview_Book.pd
f.

#10 National Defense, 32 CFR 199.17(a){6}{ii})(A}. See also Department of Defense, TRICARE Choices at a Glance, 3,
accessed June 20, 2014,

http:/ /www.tricare.mil/ ~ /media/Files /TRICARE / Publications /BrochuresFlyers/Choices_Glance BR.pdf. A Health
Maintenance Organization {HMO} is “A type of health insurance plan that usually limits coverage to care from doctors
who work for or contract with the HMO. 1t generally won't cover out-of-network care except in an emergency. An HMO
may require you to live or work in its service area to be eligible for coverage. HMOs often provide integrated care and
focus on prevention and wellness.” “Health Maintenance Organization (HMO),” Healthcarc.gov, accessed October 24,
2014, https:/ /www.healthcare.gov/glossary/health-maintenance-organization-HMO/.

311 Fee-for-Service is “a method in which doctors and other health care providers are paid for each service performed.
Examples of services inchude tests and office visits.” “Fee-for-Service,” Healthcare.gov, accessed October 24, 2014,
https://www.healthcare.gov/glossary/fee-for-service/.

#12 National Defense, 32 CFR 199.17{a}{6}{ii}{C). National Defense, 32 CFR 199.17{{). Department of Defense, Evaluation
of the TRICARE Program Fiscal Year 2014 Report to Congress, 5, accessed June 20, 2014,
http://www.tricare.mil/tma/ congressionalinformation/ downloads/ TRICARE%20Program%20Eflectiveness %20%28FY
%202014%29%201.pdf.

41% National Defense, 32 CFR 199.17(a}(6}{ii}(B}. “TRICARE Standard and Extra,” Defense Health Agency, accessed
June 20, 2014, http:/ /www.tricare.mil/Plans/HealthPlans/TSE.aspx. A Preferred Provider Organization is “A type of
health plan that contracts with medical providers, such as hospitals and doctors, to create a network of participating
providers. You pay less if you use providers that belong to the plan’s network. You can use doctors, hospitals, and
providers outside of the network for an additional cost.” “Preferred Provider Organization,” Healthcare.gov, accessed
Qctober, 24, 2014, hitps:/ /www.healthcare.gov/ glossary/ preferred-provider-organization-PPO /.

3t National Defense, 32 CFR 199.24{a){1). Department of Defense, TRICARE Choices at a Glance, 4, accessed June 20,
2014, http:/ /www.tricare.mil/~/media/Files/ TRICARE/ Publications / BrochuresFlyers / Choices_Glance_BR.pdf.
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In TRICARE Prime, beneficiaries must enroll with a primary-care manager (PCM) in an
MTF or with a civilian provider.315 Care is predominantly accessed by first visiting the
PCM, who refers patients for additional required care to other providers.316 TRICARE
Prime involves no costs for AC family members.317 The annual enrollment fees for
non-Medicare-eligible retirees in fiscal year 2015 are $277.92 for a single person and
$555.84 for a family.318 Retirees enrolled in Prime pay $12 copayments for outpatient
visits unless they go to nonnetwork providers, in which case copayments carry a
point-of-service charge.319 In 2012, there were approximately 5.5 million beneficiaries
enrolled in TRICARE Prime.320

Beneficiaries are not required to enroll in TRICARE Standard and Extra, but those
who choose to use the two programs have an annual deductible for outpatient
services.32! They can see any provider without referral.322 Annual deductibles vary
from $50 to $300, depending on status {AC, RC, or retired) and pay grade.323
Beneficiaries pay a share of procedure costs, but annual out-of-pocket {(OOP) expenses
are limited to a $1,000 catastrophic cap for AC and RC families per year, and a $3,000
catastrophic cap for all others, including retirees, per year.32¢ TRICARE Reserve Select
has a similar payment structure, except participants also pay monthly premiums of
$50.75 for an individual or $205.62 for a family, as of January 1, 2015.325 An
estimated one million beneficiaries used TRICARE Standard and Extra at least once in
2012.326 More than 240,000 RC members purchased TRICARE Reserve Select in
2012.327

¥5 National Defense, 32 CFR 199.17{nj}{1); Assistant Secretary of Defense {(Health Affairs) memorandum, TRICARE
Policy for Access to Care, February 23, 2011, accessed November 6, 2014,

http:/ /www. health.mil/ ~/media/MHS/Policy%20Files/Import /1 1-005.ashx.

318 “Book Appointments,” Defense Health Agency, accessed December 19, 2014,

http:/ /www.tricare.mil/FindDoctor / Appoiniments, aspx.

317 Department of Defense, TRICARE Choices at a Glance, 3, accessed June 20, 2014,

http:/ /www.tricare.mil/ ~/media/Files /TRICARE/ Publications/BrochuresFlyers/Choices_Glance_BR.pdf.

318 “Prime Enroliment Fees,” Defense Health Agency, accessed Qctober 24, 2014,

http:/ /www.tricare.mil/Costs/HealthPlanCosts / PrimeQptions /EnrolimentFees.aspx.

2% “Prime Network Copayments,” Defense Health Agency, accessed October 24, 2014,

http:/ /www.tricare.mil /Costs/HealthPlanCosts/PrimeQptions/Copayments.aspx. When Prime beneficiaries go to
nonnetwork providers, they pay point-of-service fees instead of regular copayments. The cost for outpatient visits and
hospitalization under this scenario is 50 percent of the TRICARE allowable charge. “Point of Service Option,” Defense
Health Agency, accessed November 5, 2014, http:/ /www.tricare.mil/Costs/HealthPlanCosts/PrimeOptions /POS.aspx.
@20 “Approaches to Reducing Federal Spending on Military Health Care,” Congressional Budget Office, January 2014, 7,
accessed November 18, 2014, https://www.cbo.gov/publication/44993.

National Defense, 32 CFR 199.17(m). Department of Defense, TRICARE Standard Fact Sheet, accessed June 20,
2014, http:/ /www.tricare.mil/~/media/Files/TRICARE/Publications/FactSheets /TSE_FS.pdf.

222 “TRICARE Standard and Extra,” Defense Health Agency, accessed October 24, 2014,
http://tricare.mil/Plans/HealthPlans/TSE.aspx.

323 “TRICARE Standard and Extra Costs,” Defense Health Agency, accessed Qctober 24, 2014,

http:/ /www.tricare.mil / Costs/HealthPlanCosts/TSE.aspx.

324 “Catastrophic Cap,” Defense Health Agency, accessed December 18, 2014,

http:/ /www.tricare.mil/Costs/CatCap.aspx

325 “TRICARE Reserve Select Costs,” Defense Health Agency, accessed October 24, 2014,

http:/ /tricare.mil/Costs/HealthPlanCosts/TRS.aspx.

326 “Approaches to Reducing Federal Spending on Military Health Care,” Congressional Budget Office, January 2014, 7,
accessed November 18, 2014, https:/ /www.cbo.gav/publication/44993. Note that TRICARE Standard and Extra do not.
require enroliment and retirecs often use Standard and Extra to supplement civilian health insurance, making it
difficult to measure accurately the number of beneficiaries that rely on the program for their health coverage.
Estimates of Standard and Extra users typically measure the numher of beneficiaries who have used medical services
under Standard or Extra at least once in the year under consideration.

327 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2013 Report to
Congress, 96, accessed December 18, 2014,
http://health.mil/Military-Health-Topics/Access-Cost-Quality-and-Safety /Health-Care-Program-Evaluation/ Annual-
Evaluation-of-the-TRICARE-Program.
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The findings and recommendations below address the ways beneficiaries access health
care, the choices they have regarding their care, and the value of this benefit. Under
the Commission’s recommended changes, AC members, because of readiness
requirements, would still use their respective unit-level medical capability and, as
necessary, MTFs as their primary access points for medical care. When referred to the
private sector, AC members would have access to an unlimited network of providers at
no cost to the member. DoD beneficiaries would continue to have access to care in
MTFs.328

This recommendation would provide new financial tools, such as lower copayments
and reduced reimbursement rates for certain procedures at MTFs, which could attract
workload and particular complex cases to MTFs. This additional workload would
provide training opportunities for military medical personnel to maintain critical
combat care skills and remain ready for operational missions. These tools require
strong, centralized oversight to be used efficiently and effectively to support joint
medical readiness. Such oversight, along with associated definitions and skill
maintenance standards, are discussed in detail in Recommendation 5 of this Report,
which should be considered an integral part of this recommendation.

For additional information on TRICARE programs, please see the Health Benefits:
Department of Defense sections of the Report of the Military Compensation and
Retirement Modernization Commission: Interim Report (sec. 4.1).

Findings:

Since its creation, TRICARE has deteriorated relative to the goals of this Commission.
The quality of TRICARE benefits as experienced by Service members and their families
has decreased, and fiscal sustainability of the program has declined. For example, and
as explained below, TRICARE costs for beneficiaries have not kept pace with inflation,
increasing budgetary pressures within DoD. In response, DoD has revised TRICARE
contracts to restrict benefits coverage, including the recent reduction in TRICARE
Prime service areas; and TRICARE contractors have negotiated provider
reimbursement rates below Medicare levels that have restricted access to care.
Alternative means of providing health care to TRICARE beneficiaries could restore both
quality and fiscal sustainability.

Access to Care

According to beneficiaries, timely and convenient access to care is a critical element of
a high quality, properly functioning health care benefit, yet many TRICARE users
expressed frustration with this element.3?9 Typical of this concern was the comment of
one survey respondent who wrote, “I have an assigned primary care provider, but
never see them due to lack of available appointments. I usually see a different provider
each time I make an appointment. There is no continuity of care.”330 Gaining access to
medical services is largely dependent on the number of providers available to
beneficiaries and the process and time required for beneficiaries to see those

#2% These findings and recommendations do indirectly affect the funding mechanism for MTFs, which is described in
Recommendation 5. These funding changes, however, will not materially affect patient care or experiences within
MTFs.

32¢ See for example: Survey respondent, comment submitied via MCRMC survey, July 1, 2014 to October 10, 2014.
3¢ Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014,
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providers. The Commission found areas for improvement with respect to both
variables,

Cumbersome Referral and Authorization Process. The process enabling TRICARE
Prime beneficiaries to gain access to care is often lengthy and frustrating. The
Commission heard many complaints regarding the process by which beneficiaries
make appointments with providers, including specialty providers that require prior
authorization. One aspect of this process that often exasperates TRICARE Prime users
is the amount of time that passes before they can see a specialty provider. According
to DoD guidelines for scheduling appointments, beneficiaries seeking urgent care
should be seen within 24 hours.33! The goal for routine care is 7 calendar days, and
wellness or nonurgent specialty care is 28 calendar days.332

The Commission found, however, that getting access to specialty care under TRICARE
Prime can, in reality, take much longer and is often a complicated process. To receive
access to TRICARE Prime services, beneficiaries must first see their primary care
managers, who give referrals for additional care as needed.333 Beneficiaries are referred
for treatment in MTFs first, which have priority for providing both inpatient and
specialty care for all TRICARE Prime enrollees.33* If care is unavailable in an MTF,
then referrals are given for treatment by civilian providers in the TRICARE network.33%

In all cases, if an appointment cannot be provided within the prescribed timelines
either in an MTF or the TRICARE network, the beneficiary would be offered the
opportunity to seek the required care outside the TRICARE network.336 Beneficiaries
are referred to non-TRICARE network civilian providers “only when it is clearly in the
best interest of the Government and the beneficiary, either clinically or financially.”337
If beneficiaries receive care without a referral, other than in an emergency situation,
they may be subject to paying point-of-service QOP fees.338 It can actually take as long
as 35 days to receive specialty care based on DoD standards: 7 days for the first
appoiniment for the primary care manager plus an additional 28 days for the specialty
appointment.

There is considerable dissatisfaction with this situation. A survey respondent wrote, “It
takes 30-60 days to have an appointment to see my primary care physician. That is
unacceptable.”3? Another stated, “Access time to care is poor. {[} would rather pay for
civilian service at times. [With the current system] I have to wait months to find out if

%31 National Defense, 32 CFR 199.17{p){5)(i).

2 National Defense, 32 CFR 199, 17(p){5}(ii}.

333 National Defense, 32 CFR 199, 17(n}{1}. Assistant Secretary of Defense {Health Affairs}, TRICARE Policy for Access to
Care, February 23, 2011, accessed November 6, 2014,

http:/ / www.health.mil/~ /media/MHS /Policy%20Files /Import/ 11-005.ashx. “Book Appointments,” Defense Health
Agency, accessed October 23, 2014, http:/ /www.tricare.mil/FindDoctor /Appointments. aspX.

33+ Agsistant Secretary of Defense (Health Affairs}, TRICARE Policy for Access to Care, February 23, 2011, 3, accessed
November 6, 2014, http://www.health.mil/~/media/MHS/Policy%20Files /Import/11-005.ashx.

335 When care is unavailable in an MTF, this usually means the care is not provided within the MTF or the care is not
available within the time frame of the established standards for access to care. Assistant Secretary of Defense {Health
Affairs}, TRICARE Policy for Access to Care, February 23, 2011, 3, accessed November 6, 2014,

http:/ /www health.mil/ ~/media/MHS/Policy%20Files/Import / 11-005.ashx.

33 Assistant Secretary of Defense {Health Affairs), TRICARE Policy for Access to Care, February 23, 2011, 3, accessed
November 6, 2014, hitp:/ /www.health.mil/~/media/MHS /Policy%20Files/Import / 11-005.ashx.

37 Ibid.

a2 “Book Appointments,” Defense Health Agency, accessed October 23, 2014,

http:/ /tricare.mil/FindDoctor/ Appointments.aspx. “Point-of-Service Option,” Defense Health Agency, accessed
October 23, 2014 http://tricare.mil/Costs/HealthPlanCosts/PrimeOptions/POS.aspx.

%% Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014,
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something is wrong then it is too late to [the] correct issue.”340 Another survey
respondent explained, “It takes a month for my wife to get an appointment. This is
totally unsatisfactory. Part of the reason I joined the Army was for the health care for
my family.”3

Numerous organizations have argued on behalf of Service members and their families
for improved access standards and simplified referral processes. For example, the
National Association for Children’s Behavioral Health (NACBH} provided the
Commission a written example of the problems beneficiaries experience when
attempting to gain access to mental health providers in the TRICARE system:

“It is not unusual for a family member to be given a list of names and
phone numbers for 30 to 100 community therapists, only to find that those
providers are not currently accepting TRICARE patients, or that the first
available appointment is too far in the future. In one instance, a mental
health professional at the MTF called over 100 listed mental health
providers and found only three who would accept new TRICARE referrals.
Commonly, family members report that they give up after the tenth or
eleventh call. "2

The Military Officers Association of America recently advocated for better access to
care by “improving appointing systems, ensuring compliance with access timeliness
standards by offering civilian appointments when military appointments are
unavailable, and reducing/eliminating pre-authorization requirements that impede
timely care delivery.”3 In the words of the National Military Family Association, “The
current TRICARE Prime referral and authorization process can be cumbersome and
sometimes prevents timely access to specialty care.”* DoD survey data on access to
care provides further evidence of the frustration conveyed by these groups. Figure 13
shows that civilians generally experience greater ease and timeliness in obtaining
health care services than beneficiaries in TRICARE.345 For example, as DoD reported,

340 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.

341 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to Qctober 10, 2014,

342 National Association for Children’s Behavioral Health, letter to MCRMC, 2, July 31, 2014.

393 “TRICARE Prime and TRICARE Standard Improvements,” Military Officers Association of America, accessed
November 8, 2014,

http:/ /www.moaa.org/Main_Menu/Take_Action/Top_lssues/Serving_in_Uniform/TRICARE Prirne_and _TRICARE_Stan
dard_Improvements.html.

34 National Military Family Association, Statement of the National Military Family Association before the Subcommittee
on Military Persennel, Armed Services Committee, U.S. Senate, March 26, 2014, 9, http:/ /www.armed-
services.senate.gov/imo/media/doc/Moakler_03-26-14.pdf.

25 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, 38,

http:/ /www.tricare.mil/trna/ congressionalinformation / downloads/ TRICARE%20Program%20E{fectiveness%20{FY %20
2014}%201.pdf. DoD conducts the Health Care Survey of DoD Beneficiaries (HCSDB]) to assess customer satisfaction of
TRICARE beneficiaries. The HCSDB questions are closely worded to, and results compared with, the Consumer
Assessment of Healthcare Providers and Systems {CAHPS] surveys sponsored by the Agency {or Healthcare Research
and Quality. CAHPS surveys are nationally recognized resources for comparing health care experiences in the civilian
sector. in the report, Evaluation of the TRICARE Program, DoD adjusts the CAHPS civilian benchmark data to account
for demographic differences amoeng the civilian and military populations. “Health Care Survey of DoD Beneficiaries
{HCSDB) Overview,” Defense Health Agency, accessed 23 October 2014, http:/ /www.tricare.mil/survey/hcsurvey/.
Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, 99-100, accessed November 10, 2014,

http:/ /www.tricare.mil/ tma/congressionalinformation/ downloads/ TRICARE%20Program%20Effectiveness%20{FY %20
2014}%201.pdf.
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85.3 percent of civilian survey respondents said they received care quickly, as opposed
to 78.2 percent of DoD health care users.?

Figure 13. Comparison of Access to Care for DoD and Civilian
Health Care Users, FY 2013347
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Beneficiaries’ preferences regarding access to care are evident in the Commission’s
survey results. The survey included questions about the perceived value of several
quality attributes pertaining to the health care benefit. Although choice was the most
valued attribute (as will be discussed in more detail below), access measures such as
flexible appointment scheduling, the ability to remain with the same provider, and the
size of the network of available providers were all rated very highly by survey
respondents. For retiree survey respondents, improving the flexibility of appointment
scheduling was perceived higher than the value of a 30 percent grocery discount at
commissaries.38

w6 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, 38,

http:/ /www.tricare.mil/ tma/ congressionalinformation /downloads/ TRICARE%20Program%:20Effectiveness%20{FY%20
2014)%201.pdl. in the report, Evaluation of the TRICARE Program, Dol reports a “civiian benchmark” that adjusts
CAHPS data to account for demographic differences among the civilian and military populations. The CAHPS and
HCSDB surveys ask respondents about their access to care using composite measures of {requency. See Agency for
Healthcare Research and Quality, CAHPS Health Plan Surveys; Version: Adult Commercial Survey 5.0, accessed
December 6, 2014, https:/ /cahps.ahrq.gov/surveys-guidance/survey5.0-docs/2151a_engadultcom_50.pdf and
“TRICARE Adult Beneficiary Reports Help index,” Department of Defense, accessed December 6, 2014,

http:/ /www.tricare.mil/survey/hesurvey /2014 /bene / fy2014 / html/help. htm#composite.

347 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, 38,

http:/ /www.tricare.mil/ tma/congressionalinformation/ downloads/ TRICARE%20Program%20Eflectiveness%20{FY%20
2014)%201.pdfl. In the report, Evaluation of the TRICARE Program, DoD reports a “civilian benchmark” that adjusts
CAHPS data to account for demographic differences among the civilian and military populations.

8 Survey results, MCRMC survey, July 1, 2014 to October 10, 2014.
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DoD recently reviewed access to care under the Military Health System (MHS). DoD
reported a range of 7 to 23 days in wait times to see specialty providers in MTFs;34°
however, DoD concluded there was a “notable difference between data that reflect
compliance with access standards and the reported satisfaction of patients with their
ability to receive timely care in MTFs.”350 The Commission’s review of beneficiary
comments and satisfaction surveys confirms there is widespread discontent for access
to care within the MHS.

DoD also acknowledged that results across the system varied and insufficient data
from the purchased care network impeded the analysis.35! The number of days Prime
beneficiaries wait to gain access to specialists in the purchased-care network is not
available, but whether or not these beneficiaries’ referrals result in an appointment
within 28 days is known.352 DoD reports the percentage of referrals that met the 28-
day access standard for specialty appointments ranged from 53 percent to 84 percent
in the purchased care network depending on the location.353 In other words, in some
locations approximately half of the referrals to the purchased care network resulted in
beneficiaries waiting more than 28 days to see a specialist; and even in locations with
the highest reported access to care, 16 percent of referrals still do not get
appointments within the 28-day standard.

Gaining access to medical care in the civilian sector through various commercial
insurance plans can be a simpler, quicker endeavor than under TRICARE. For
example, a 2014 study surveyed about 1,400 physician offices to determine the
average delays for physician appointments in 15 metropolitan areas and five
specialties.?%* The study found, “The average cumulative wait time to see a physician
for all five specialties surveyed in 2014 in all 15 markets was 18.5 days.”33s

#% Department of Defense, Final Report to the Secretary of Defense: Military Health System Review, August 2014, 47,
accessed November 7, 2014, http://www.defense.gov/pubs/140930_MHS_Review_Final Report Main_Body.pdf. The
DoD reported a precise range of 6.5 to 22.8 days, which is rounded here.

3% Department of Defense, Final Report to the Secretary of Defense: Military Health System Review, August 2014, 4,
accessed November 7, 2014, http://www.defense.gov/pubs/140930_MHS_Review_Final_Report_Main_Body.pdf.

#51 “The purchased care component {of the MHS], which is used when care cannot be provided within the military
system, includes civilian network hospitals and providers operated through TRICARE regional contracts.” Department
of Defense, Final Report to the Secretary of Defense: Military Health System Review, August 2014, 2 and 4, accessed
November 7, 2014, http://www.defense.gov/pubs/140930_MHS_Review_Final_Report_Main_Body.pdf.

32 According to DoD, “purchased care data are not available, primarily due to alternative access measures defined by
contract specifications, leaving a sizable blind spot for understanding access in the purchased care component.”
Department of Defense, Final Report o the Secretary of Defense: Military Health System Review, August 2014, 4,
accessed December 22, 2014, http:/ /www.defense.gov/pubs/140930_MHS_Review_Final Report Main_Body.pdf.

2 Department of Defense, Final Report to the Secretary of Defense: Military Health System Review, August 2014, 66,
accessed November 7, 2014, http:/ /www.defense.gov/pubs/140930_MHS_Review_Final Report_Main_Body.pdf.

The percentage of referrals meeting the 28-day access standard varied from 53 percent and 84 percent based on Prime
Service Area (PSA), which is the area within 40 miles of an MTF. The TRICARE regional contractors are required to
establish networks of providers to serve PSAs. Department of Defense, Final Report to the Secretary of Defense: Military
Health System Review, August 2014, 64, accessed November 7, 2014,

http:/ /www.defense.gov/pubs/140930_MHS_Review_Final Report_Main_Body.pdf.

%% Merritt Hawkins, Physician Appointment Wait Times and Medicaid and Medicare Acceptance Rates, 4, accessed
October 23, 2014,

http:/ /www.merritthawkins.com/ uploadedFiles/MerrittHawkings/Surveys/ mha2014waitsurvPDF.pdf, The
metropolitan areas were Atlanta, Boston, Dallas, Denver, Detroit, Houston, Los Angeles, Miami, Minncapolis, New
York, Philadelphia, Portland, San Diego, Seattle, and Washington, D.C. The specialties were cardiology, dermatology,
obstetrics-gynecology, orthopedic surgery, and family practice.

¥® Merritt Hawkins, Physician Appointment Wait Times and Medicaid and Medicare Acceptance Rates, 6, accessed
Octoher 23, 2014,

http:/ /www.merritthawkins.com/uploadedFiles/MerrittHawkings / Surveys/mha20 1 4waitsurvPDF . pdf.
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Limited Provider Networks. Another important part of good access to care is having
ample health care providers available to provide treatment. The TRICARE networks of
civilian health care providers, however, are limited because TRICARE reimburses
providers for health care procedures at a rate equal to or lower than the Medicare
reimbursement rate.35¢ According to the U.S. Government Accountability Office {GAO),
“Beginning in fiscal year 1991, in an effort to control escalating health care costs, the
Congress instructed DoD to gradually lower its reimbursement rates for individual
civilian providers to mirror those paid by Medicare.”5? GAOQO also reported that
although TRICARE reimbursement rates are generally limited by law to Medicare
rates, “network providers may agree to accept lower reimbursements as a condition of
network membership.”358 As a result of TRICARE reimbursement rates negotiated by
DoD’s contractors, civilian providers “would not accept new TRICARE patients even
though they would accept new Medicare patients.™*

According to the American Academy of Pediatrics, “These discounts [below Medicare
rates] can be as high as 20 percent, but are usually between 10 and 15 percent.”360
Studies have found because TRICARE offers reimbursement rates below those of other
health plans, some providers refrain from accepting TRICARE patients or limit the
number of TRICARE patients they will treat.36!

Provider reimbursement rates have been a concern since TRICARE was implemented
in the mid-1990s.362 Most recently, GAO studied the breadth of the TRICARE network
and concluded, “Overall, during 2008-2011, an estimated one in three nonenrolled
beneficiaries (about 31 percent} experienced problems finding any type of civilian
provider—primary, specialty, or mental health care provider—who would accept
TRICARE.”363 The most cited reason why nonenrolled beneficiaries thought they were
having issues getting access to providers {(whether primary care, specialty care, or
mental health) was “doctors not accepting TRICARE payments.”3% When providers
themselves were surveyed, the reasons for not accepting new TRICARE patients varied
by provider type, but the most common reason specialty providers offered was
“reimbursement.”5 DoD beneficiaries’ access to a full range of high quality doctors
can be limited, especially in locations that are not robust, mature health care
markets.366

256 Armed Forces, 10 U.S.C. §§ 1079(h}, 1079(j}, and 1086(1).

287 Government Accountability Office, Defense Health Care: Access to Civilian Providers under TRICARE Standard and
Extra, GAO-11-500 (June 2011}, 11n, accessed October 19, 2014, http:/ /www.gao.gov/new.items/d11500.pdf.

358 Ibid, 11.

359 hid, 15.

380 American Academy of Pediatrics, Letter to Jonathon Woodson, MD, Assistant Secretary of Defense for Health Affairs,
March 27, 2014, 11, accessed October 12, 2014,

http:/ /www.autismspeaks.org/ sites/ default/files/docs /gr /aap_letter_on_fy13ndaa.pdf.

1 See, e.g., Government Accountability Office, Defense Health Care: Access to Care for Beneficiaries Who Have Not
Enrolled in TRICARE's Managed Care Option, GAO-07-48 {December 2006},

http:/ /www.gao.gov/assets /260/255029.pdf.

382 (jovernment Accountability Office, Defense Health Care: Access to Civilian Providers under TRICARE Standard and
Extra, GAO-11-500 {June 2011}, 14, accessed October 19, 2014, hitp:/ /www.gao.gov/new.itemns/d11500.pdl.

%63 Government Accountability Office, Defense Health Care: TRICARE Multiyear Surveys Indicate Problems with Access
to Care for Nonenrolled Beneficiaries, GAQ-13-364, {April 2013), 18, accessed October 19, 2014,

http:/ /www.gao.gov/assets/660/653487 pdf.

484 Ihid, 22.

365 Ibid, 31.

366 Economiic analysis can be used to understand the effects of price controls. When price is not aliowed to adjust to
equalize supply and demand in a market, then the market begins to adjust along nonprice margins to clear. Markets
will use the least distorting nonprice margins first {usually aspects of quality such as timeliness of access, clinical
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DoD’s recent consideration of reducing payment levels for certain autism services is an
example of the effect reimbursement rates can have on providers’ willingness to accept
TRICARE patients. In September 2014, DoD announced it would reduce by 46 percent
the payment rates for one-on-one therapy with board-certified behavior analysts for
dependents with autism spectrum disorder.367 As noted in a survey conducted by
Navigation Behavioral Consulting, 95 percent of TRICARE providers who treat children
with autism spectrum disorder indicated they would reduce the services they offer,
and 22 percent declared they would stop accepting TRICARE patients entirely if the
reimbursement levels were changed.368 DoD has since announced it will postpone the
change pending further analysis of the prevalent rates in the civilian sector.369

A leading concern among TRICARE beneficiaries is the lack of doctors available to
them in the TRICARE network. For example, one respondent to the Commission’s
survey noted, “TRICARE for my children has been a mess. Health Care Providers drop
TRICARE frequently and we have to find a new provider often.”37¢ The Commission
found that the principal reason TRICARE networks have an insufficient number of
participating doctors is low provider payments. By reimbursing doctors at rates equal
to or less than Medicare levels, which are less than market rates, TRICARE has been
unable to attract enough quality doctors. In contrast, commercial insurance carriers
in the civilian sector offer fair-market value for physicians’ services. Furthermore, the
civilian health care industry is able to adjust procedure reimbursement rates in
response to changes in the supply and demand of physicians, or even to incentivize
doctors to provide treatment more effectively and at lower cost. In fact, if DoD were to
contract with commercial insurance carriers to provide beneficiaries health care plans,
it would have a method for negotiating the rate at which insurance carriers reimburse
for procedures performed at MTFs. This tool, as well as the others outlined in
Recommendation 5, would allow DoD to attract cases to military hospitals and clinics.
For beneficiaries, having a selection of commercial insurance plans would afford them
the ability to choose a plan based on network, whether that is a robust network in
general or simply the network that includes a particular provider.

Choice

The Commission focused on a few elements of choice most applicable to TRICARE and
consistently raised by beneficiaries. In general, the Commission found TRICARE
beneficiaries would prefer greater choice in health care.

Preference for Greater Choice. A common theme the Commission heard from
beneficiaries was choice. Because the medical care one receives affects each person
individually, personal choice is a critical component of a health benefit. Patients can
exercise choice in a variety of ways—for instance, the selection of benefits that best

quality, etc.} and, if all of these margins are exhausted and the market still has not cleared, ultimately refuse to take
the patients. See Yoram Barzel, Economic Analysis of Property Rights, 2ed, {London: Cambridge University Press,
1997}, for a detailed examination of the effects of price controls.

%7 Cheryl Pellerin, Defense Media Activity, “TRICARE Delays Change in Autism Reimbursement ta April,” DoD News,
{Octaber 10, 2014}, accessed Qctober 22, 2014, hitp:/ /www.defense.gov/news /newsarticle.aspx?id=123387.

268 Tim Devaney, “Pentagon to Delay Autism Spending Cuts,” The Hill, {October 8, 2014}, accessed October 22, 2014,
http://thehill.com/regulation/defense/220215-pentagon-to-delay-autism-spending-cuts (discussing Navigation
Behavioral Consulting’s survey on ABA services provided by TRICARE providers, accessed January 5, 2015,

http:/ /freeonlinesurveys.com/app/ rendersurvey.asp?rsid=d5a987g5x/3fcas415008&refer=}.

%69 Chieryl Pellerin, Defense Media Activity, “TRICARE Delays Change in Autism Reimbursement to April,” DoD Nevs,
{October 10, 2014}, accessed Qctober 22, 2014, http:/ /www.defense.gov/news /newsarticle.aspx?id=123387,

570 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.
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meets one’s medical needs, the preference for physicians, and trade-offs between a
health plan’s costs and features. In fact, choice was advocated in sensing sessions
with the Service members and family members, write-in comments from beneficiaries,
and the evidence gathered in the Commission’s survey of Service members and
retirees. For example, a survey respondent explained the importance of choosing one’s
provider: “I feel that it is very important to be able to choose a health care provider,
because when you are receiving care, you begin to trust that provider. When you find
a provider that KNOWS you, and what works for YOU, that is important.”3’t The
Commission specifically asked about several aspects of choice in its survey. For all
three categories of survey respondents (AC, RC, and retirees}, choice of health care
provider was the highest valued attribute from a list of six health care attributes
provided.372 For AC and RC members, the second most valued attribute was access to
a large network of providers, a characteristic that encourages choice {this attribute
was third for retirees).373 For retirees, the perceived value of increasing choices among
health care providers, which was only one of the six health care attributes presented,
was higher than the value of a 35 percent grocery discount at commissaries or a
20 percent one-time cost of living adjustment.374 Figure 14 provides the importance
ratings for retiree survey respondents for the six attributes included.

Figure 14. Retirees’ Importance Ratings:
Health Care Experiences®?5
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w
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The results of the Commission survey are consistent with research reported in
academic literature. In a study on employer-sponsored insurance with no or very
limited choice among health care plans, researchers found that workers would be
willing to forfeit 16 percent of their employer-provided health care subsidies for the

371 Survey respondent, comment submitted via MCRMC survey, July 1, 2014 to October 10, 2014.

372 The six attributes were (in order of preference for AC respondents} ability to choose provider, a large network of
providers, flexibility in appointment scheduling, ability to remain with same provider {continuity of care}, wait times at
provider office, and travel time to provider.

373 For active AC respondents, this attribute was second in average ranking but third in median perceived value.

37 Survey results, MCRMC survey, July 1, 2014 to October 10, 2014.

75 urvey results, MCRMC survey, July 1, 2014 to October 10, 2014,
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freedom to use these subsidies to obtain their choice of plan from a menu of plans.376
This research is especially pertinent because it studied workers who have very few
choices among employer-provided health care plans, sometimes only one option. This
situation is similar to TRICARE. In a scenario where beneficiaries are provided very
few choices of plans, “The restriction of employee choice may prevent individuals and
families from selecting the healthplan that best suits their needs, and from trading off
added benefits against the associated premium increases.”377

In the civilian sector, however, it is possible to offer a variety of plans that differ in
benefits covered as well as program structure, including the procedures for obtaining
care. Such is the case with respect to the Federal Employees Health Benefits Program
(FEHBP}, a Government-sponsored health program including more than 250 health
insurance plans from which Federal civilian employees select coverage.37® Enrollees,
depending on their geographic location, have at least 11 plan options in rural areas
and dozens of plan choices in metropolitan areas.37? Types of plans range from HMOs
and FFS plans with PPOs to consumer-driven health plans and high-deductible health
plans.380 In the FEHBP, all plans cover medical and surgical care, mental health and
substance abuse treatment, maternity care and pediatrics, preventative care including
tobacco cessation (with no cost share or copayment}, hospitalization and outpatient
care, diagnostic and laboratory testing, physical, occupational, and speech therapy,
emergency and ambulance service, and prescription drugs.38! The plan features that
do vary are monthly premiums, copayments, coinsurance, deductibles, OOP
maximums, and some covered benefits such as chiropractic care, acupuncture,
infertility treatments, and dental care.38? In an arrangement like FEHBP, users would
have the assurance of a core set of standard covered benefits, with the flexibility to
choose among plans’ coverage and program designs.

A selection of commercial health insurance plans in the style of FEHBP would greatly
expand choice in health care and consequently provide beneficiaries demonstrated
value, as explained above. This could be a great improvement over TRICARE’s three
main plans or DoD’s FY 2015 proposal to consolidate TRICARE Prime, Standard, and
Extra into one plan.383

%76 Leemore Dafny, Kate Ho, and Mauricio Varela, “Let Them Have Choice: Gains from Shifting Away from Employer-
Sponsored Health Insurance and Toward an Individual Exchange,” American Economic Journal: Economic Policy, 5, no.
1, {2013): 33, 56.

7 Ibid, 32.

3% Office of Personnel Management, Federal Employees Heaith Benefits Program Overview, provided to MCRMC in
Executive Session, January 15, 2014. FEHBP offered 256 plan choices in 2014.

578 Qffice of Personnel Management, The 2015 Guide to Federal Benefits for Federal Civiliaun Employees, revised
November 2014, RI 70-1, 32, accessed November 13, 2014, http://www.opm.gov/healthcare-
insurance/healthcare / plan-information /guide/2015-guides/70-1.pdf; “Healthcare Plan information,” Office of
Personnel Management, accessed November 10, 2014, https://www.opm.gov/healthcare-insurance /healthcare /plan-
information /compare-plans/.

30 Office of Personnel Management, Federal Employees Health Benefits Program Querview, provided to MCRMC in
Executive Session, January 15, 2013, For definitions of consumer-driven health plans and high deductible health
plans, see “Plan Types,” Office of Personnel Management, accessed November 10, 2014,

https:/ /www.opm.gov/healthcare-insurance/healthcare/plan-information/ plan-types/.

381 Office of Personnel Management, Federal Employees Health Benefits Program Overview, 9, provided to MCRMC in
Executive Session, January 15, 2013.

382 1hid, 10

383 Office of the Undersecretary of Defense {Comptroller), United States Department of Defense Fiscal Year 2015 Budget
Request Querview: {March 2014}, 5-10 ~ 5-14, accessed November 9, 2014,
http://comptroller.defense.gov/Portals/45/Documents/defbudget/fy2015/fy2015_Budget_Request_Overview_Book.pd
f.
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Uniform Benefits Coverage Restricts Beneficiary Choice. TRICARE only offers
three main health care plans, but restricts choice through a one-size-fits-all approach
to covered benefits and determinations of medical necessity. Currently, the military
health care benefit is “a uniform program of medical and dental care for members and
certain former members of {the] Services, and for their dependents.”8+ Because it is a
uniform benefit, the TRICARE plan includes a common set of covered benefits for
9.6 million eligible dependents, retirees, and RC members across the world.385 DoD
determines the covered benefits for all beneficiaries based on “whether, from a medical
point of view, the care is appropriate, reasonable, and adequate for the condition.”386
This uniformity of health care coverage can prevent beneficiaries from accessing
certain medical treatments and services based on their individual needs. For this
reason, some groups have advocated for more robust coverage of benefits under
TRICARE. For example, the American Academy of Pediatrics (AAP) recently
recommended that DoD broaden its benefit package for children of military members
by adopting a more comprehensive regimen based on the Early and Periodic
Screening, Diagnosis, and Treatment principles of care and the Bright Futures
guidelines for preventative care.387 AAP stated that DoD should change its definition of
medical necessity to accommodate children’s particular health care needs.388 The
Military Officers Association of America recently made the case more frankly on its
website, “One size does not fit all when it comes to meeting the health care needs of
our military children.”389

The appeals process for TRICARE coverage and decisions regarding medical necessity
recently have come under scrutiny for being unfair.39° Military advocacy groups have
argued that the appeals process is lengthy, confusing, and arbitrary.3°! In response to
a Senate Armed Services Committee inquiry, DoD submitted a report to the Congress

384 Armed Forces, 10 U.S.C. § 1071. The Commission understands that dental care is offered through commercial
insurance.

285 Department of Defense, Evaluation of the TRICARE Program: Access, Cost, and Quality, Fiscal Year 2014 Report to
Congress, 12, accessed December 19, 2014,

http:/ /www tricare.mil/tma/congressionalinformation/downloads/ TRICARE%20Program%20E{fectiveness%20{FY %20
2014)%201.pdfl.

s Department of Defense, TRICARE Appeals Fact Sheet, accessed August 13, 2014,

www.tricare.mil/ ~/media/Files/TRICARE / Publications/FactSheets / Appeals_FS.pdf.

387 American Academy of Pediatrics, Letter to Jonathon Woodson, MD, Assistant Secretary of Defense for Health Affairs,
March 27, 2014, 3-5, accessed October 12, 2014,

hitp:/ /www.autismspeaks.org/sites/default/files/ docs/gr/aap_letter_on_fyi13ndaa.pdf. AAP notes that TRICARE
“largely mirrors the federal Medicare program, which is primarily focused on adults. (p. 3)” AAP therelore urges DoD to
adopt the EPSDT standards, which are used in Medicaid and meet the specific “physical, emotional, and development
needs of children (p. 4}.” Bright Futures is a nationwide health-promotion and preventative-care program for infants,
children, and adolescents required in section 2713 of the Affordable Care Act.

38 American Academy of Pediatrics, Letter to Jonathon Woodson, MD, Assistant Secretary of Defense for Health Affairs,
March 27, 2014, 3-6, accessed October 12, 2014,

http:/ fwww.autismspeaks.org/sites/ default /files/docs/gr /aap_letter_on_{y13ndaa.pdl.

382 “TRICARE for Kids Stakeholders Respond to Dol Study,” Military Officers Association of America, accessed October
12, 2014, http://moaablogs.org/spouse /2014 /09/tricare-for-kids-stakeholders-respond-to-dod-study/.

¥ Committee on Armed Services, Report to Accompany S. 1197, the National Defense Authorization Act for Fiscal Year
2014, S. Rpt 113-44 (June 20, 2013}, 134, accessed November 21, 2014, http:/ /www.gpo.gov/{dsys/pkg/CRPT-
113srpt44/pdf/CRPT-113srpt44 . pdf.

¥t Amy Bushatz, “Report: Tricare Appeals Taking a Year,” Military.com, {June 13, 2014}, accessed Novemnber 21, 2014,
http:/ /www.military.com/daily-news/2014/06/ 13 /report-tricare-appeals-taking-a-
year.html?comp=70000107574 1 &rank=2.
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on the TRICARE appeals process, which demonstrated the confusing nature of the
appeals process.392

DoD described how beneficiaries might appeal medical necessity decisions through a
multilevel, sequential process that involves requests for the TRICARE contractor’s
reconsideration, peer reviews conducted by physicians, hearings, and final decisions
by the Director of the Defense Health Agency (DHA). In cases when a decision will
establish precedent for the TRICARE program, the Assistant Secretary of Defense for
Health Affairs makes the final decision.393

DoD reported that during the period between 2009 and 2013, the time required for
appeals to proceed from initial submission to the third level of appeal (a hearing} was
an average of 346 days.3%* The longest period was 424 days in 2009.395 The DoD report
also stated that the Director of the DHA reviews all decisions resulting from appeals
hearings and either adopts, rejects, or in the case of setting precedent refers the
decision to the Assistant Secretary of Defense for Health Affairs.3% Between 2009 and
2013, 15 percent of hearings were overturned at higher levels.397 “Military healthcare
advocates called Tricare’s ability to simply overturn a hearing officer’s decision
potentially ‘arbitrary.’ 7398

TRICARE's one-size-fits-all approach to covered benefits would not exist if DoD instead
offered a program that presented a variety of options in commercial insurance plans.
There are clear benefits to having alternatives among plans. When beneficiaries are
able to pick their ideal plan from a selection of many offerings, they are empowered to
choose from among the different plans’ benefits coverage so as to best address their
medical needs. Whether or not a procedure is medically necessary would no longer be
a DoD decision.

Undesirable Choices for Reserve Component. The Commission found that RC
members are faced with difficult choices during mobilization and demobilization.
These transitions can be costly for the RC families and disruptive to their health care
coverage, especially for Service members who are mobilized in support of a mission
that is not a contingency operation. Currently, when RC members are ordered to
active duty for more than 30 consecutive days, they and their families gain access to
the health and dental benefits of active-duty Service members and their dependents.399
If mobilized in support of contingency operations, RC members may be e